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State Taxes. Initiative Statute.
Official Title and Summary Prepared by the Attorney General
STATE TAXES.
INITIATIVE STATUTE.

•
•
•
•
•
•
•
•
•
•

Increases state tax rates for top personal income taxpayers.
Temporarily suspends indexing on top personal income tax brackets.
Increases income tax rates for corporations and premium tax rates on insurers.
Defines corporate income to include specified excess employee compensation.
Increases tax liability of banks and corporations doing business within and outside California.
Provides for reappraisal of most business-owned real property upon specified change in ownership
interests.
Imposes new oil severance tax.
Changes tax rules related to oil and gas production.
Repeals 1991 sales tax increases.
Provides for renters' tax credits.

Summary of Legislative Analyst's
Estimate of Net State and Local Government Fiscal Impact:
• Increases state tax revenues by roughly $340 million in 1992-93, and $210 million annually through
1995-96. Additional annual revenue increases of roughly $1 billion beginning in 1996-97.
• Replaces state expenditures on schools with increased local property tax revenue of $350 inillion to
$700 million annually beginning in 1993-94.
• Increases property tax revenue to local governments by $750 million to $1.4 billion annually, beginning
in 1993-94. Reduces sales tax revenue to local governments by about $95 million in 1992-93 and $200
million annually thereafter.
.
• The actual fiscal impact could differ significantly from these estimates, depending on how individuals
and businesses respond to the measure's tax changes.

Analysis by the Legislative Analyst
Background
The State of California imposes three major types of
taxes to fund the programs and services it provides.
These taxes are the personal income tax, sales and use
taxes, and bank and corporation taxes. Local
governments in California (including counties, cities, and
special districts) receive most of their tax revenue from
the property tax and sales and use taxes.
Personal income taxes are imposed on the net income
of individuals and vary accprding to how much income
each individual earns in a year. Similarly, bank and
corporation taxes are imposed on the net income of
businesses, but are assessed at a constant rate of 9.3
percent.
Sales and use taxes are imposed on most goods
purchased in California. Because there are both state and
local government components of this tax, the total sales
tax rate varies from county to county. It averages,
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however, about 8 percent statewide. State law does not
allow the sales tax to be imposed on certain items. The
tax does not apply, for example, to most food items sold
for home consumption
Property taxes are imposed on individuals and
businesses who own property. They are based on each
property's assessed value. As long as property has the
same owner and there is no new construction, its assessed
value does not change from year to year, except for a
small increase for inflation. The California Constitution
limits the property tax rate to 1 percent of the assessed
value of the property.
Proposal
This measure makes changes to each of these taxes.
Table 1 identifies each provision of this measure,
describes how the current system works, and explains the
proposed changes.
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How Does Proposition 167 Change Existing Law?
Current System

Proposed Change

Sales Tax Rate

Current statewide rate is 6 percent until
July 1993, then will drop by ~ percent to
5.5 percent.

Reduces statewide rate to 5.75 percent
on January 1, 1993 and to 5.25 percent
on July 1, 1993.

Sales Tax Exemptions

Sales tax applies to sales of candy, snack
food, bottled water, newspapers, and
periodicals.

Exempts these items from sales tax.

Provision
Sales Tax

Personal Income Tax
Personal Income
Tax Rates

Temporary 10 percent and 11 percent 1. Lowers income level at which the 11
income tax rates for upper-income percent rate applies and makes both the
taxpayers (rates expire in 1996).
10 percent and 11 percent rates
permanent. 2. Creates new 12 percent
rate.

Alternative Minimum Tax
on Personal Income

Taxpayers who claim many tax Raises the minimum rate to 9.3 percent
deductions and exemptions must pay a for high-income taxpayers.
minimum tax of 8.5 percent of specified,
income.

Renters' Credit

Income tax credit provided to low- and

ExtendS this credit to all renters.

I moderate-income renters.

Bank and Corporation Taxes
Corporate Franchise
(Income) Tax Rate

Most corporations are subject to a tax on
their net income of 9.3 percent.

Alternative Minimum Tax
on Businesses' Income

Corporations that claim many tax Raises the minimum tax rate fo 7.7
deductions and exemptions must pay a percent.
minimum tax of 7 percent of specified
income.

"In-Heu" Tax for
Banks and Financial
Corporations

Banks and financial corporations are
exempt from local business taxes and
personal property taxes, and instead pay
"in-lieu" income taxes to the state.

:\-,Iakes banks and financial corporations
subject to local business and personal
property taxes. Eliminates "in-lieu"
income taxes.

Tax on Certain
Small Corporations
(Subchapter S
Corporations)

Certain, generally smaller, corporations
have special rules regarding the
accounting of profits and losses for tax
purposes. These rules usually lower
taxes owed to the state.

Limits which corporations can take
advantage of these special rules to those
corporations with gross income of less
than $10 million per year.

Deductibility of Loan Loss
Reserves for Banks

Banks and other financial corporations
can deduct from their inco~e any funds
that they set aside as reserves to pay for
losses from bad loans.

Limits deductions to actual losses from
bad loans.

Deductibility of
Drilling Costs

Companies can deduct from their
income most expenses associated with
exploration for oil and natural gas in the
year the expenses occurred.

Requires businesses to deduct these
expenses over a longer period of time.

Deductibility of
Executive Salaries

Corporations can deduct from their Limits the amount of compensation
income the compensation they p~y to paid to executives that businesses can
their employees.
deduct for tax purposes. Limits apply to
businesses with more than 1,000
employees.
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Raises the tax rate to 10.3 percent.
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Table 1 continued

How Does Proposition 16i Change Existing Law?
Provision

Proposed Change

Current System

Bank and Corporation Taxes-continued
Interstate and
International
Businesses

To determine income taxes, companies
doing business in other states OT
countries must determine what portion
of their income is due to business
activity in California using specific rules
that consider how much property,
payrolL and sales a company has inside
and outside of the state.

Changes the rules regarding this
determination by (1) requiring the
consideration of income earned only in
the United States and (2) increasing'the
significance of a company's California
sales relative to the rest of the country,

Property Taxes
Property Taxes
(Change in Ownership)

Real estate property owned by business Requires county tax assessors to reassess
is generally reassessed when more than property whenever 50 percent of the
50 percent of the interest in the business interest in a business is sold, and to
is obtained by a single purchaser.
presume this occurs once in every
three-year period, unless it is proven
I not to have been sold.

Other Taxes
Insurance Companies

, Most insurance companies pay tax at a Raises the tax rate to 2.46 percent.
I rate of 2.35 percent on the amount of

premiums from insurance policies sold.
Oil Severance Tax

The state imposes a fee for the
regulation of companies extracting oil
from California based on the amount of
oil produced. The rate of this tax varies
from vear to vear and is currently set at
2.5 c~nts per'barrel (about 0.2 percent
of the value of the oil).

Fiscal Effect
Table 2 summarizes the measure's direct fiscal impact
on the state, local governments, and school districts.
These estimates do not incorporate the effect of
economic factors, which are discussed below. The table
shows that, on a full-year basis (beginning in 1993-94),
the provisions of this measure would generate net
revenue of between $1 billion and $2 billion. This
additional money would be available for spending by the
state and local governments.
The table also shows how the measure would reduce
the role of sales taxes. It would accomplish this by
repealing a portion of the sales tax increases enacted in
1991. The initiative replaces these revenue losses with
increased income and property taxes imposed on
businesses and increased personal income taxes imposed
on upper-income individuals.
State General Fund. The increases in personal
income taxes and business taxes would result in
additional General Fund revenue of about $1 billion in
1992-93 and $1.5 billion in 1993-94. Additional annual
revenue gains in excess of $1 billion would be realized
beginning in 1996-97, due to the provisions that make
permanent the temporary 10 percent and 11 percent
income tax brackets.
These revenue increases would be partly offset by (1)
a reduction in the sales tax rate, (2) the exemption of
60

Establishes a tax on oil that is extracted
in California. Tax would be 3 percent of
the value of oil extracted and would
apply only to companies extracting
more than 1.2 million gallons a month.

various items from the sales tax, and (3) die extension of
the renters' credit to all renters, regardless of income.
Together, these three changes would decrease state
revenues by approximately $660 million in 1992-93 and
$1.3 billion in 1993-94.
These revenue estimates assume that the suspension of
indexing for 1992 applies only to the 11 percent and 12
percent personal income tax rates, and that the bank and
corporation tax rate changes are applied in 1992 only to
those corporations whose tax returns are due after the
date this measure becomes effective.
Local Government Revenue. The provision that
requires more frequent reassessments of business
properties would increase local property tax revenue by
$1 billion to $2 billion annually, beginning in 1993-94.
Approximately 8350 million to $700 million of these
revenues would be allocated to schools. The remaining
8650 million to $1.3 billion would be allocated to cities,
counties, and special districts.
In addition, the provision that allows local agencies to
impose personal property and local business taxes on
financial institutions would increase local revenue on a
statewide basis, potentially in the range of $100 million
annually. The exemptions from the sales tax would
decrease local revenue from the sales tax by roughly $95
million in 1992-93 and $200 million annually thereafter.
G92
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Direct Fiscal Effect of Proposition 167
(In millions)
1992-93
State
Revenue Increases
Personal income tax a
Business taxes C
Revenue Losses
Sales tax
Renters' credit
School Funding
Shift to property tax
Net State Gain
Local Governments
Revenue Increases
Property tax
Bank taxes
Revenue Losses
Sales tax
Net Local Gain
School Districts
Funding Shifts
Property tax
State school funding
Net School Changes

$

300
700
-560
-100

1993-94
and
Thereafter
S 250 b
1,250

-1,185
-105
350 to 700

$650 to $1,300
100
-200

S 350 to $ 700
-350 to - 700

$1,110 to $2,110
$ 245
Total Gain
a Assumes that the suspension of indexing in 1992 only
applies to the 11 percent and 12 percent personal income
tax rates.
b This amount would increase by over $1 billion in 1~97,
when the initiative makes permanent two temporary top
income tax brackets.
Assumes that bank and corporation tax rate changes are
applied to those corporations whose tax returns are due
after the effective date of this initiative.
C

In total, cities, counties, and special districts would lose
roughly $95 million in 1992-93. Beginning in 1993-94,
however, they would gain between $550 million to $1.2
billion annually.
School District Funding. This measure changes the
amount of funding the state must provide to public
schools, as required by Proposition 98, the school funding
initiative. Proposition 98 requires the state to provide a
certain amount of support to schools according to
complex formulas. This measure could affect these
funding requirements in two ways.

Generally, whenever schools receive increases in their
property tax revenues, the state's funding requirement is
reduced on a dollar-for-dollar basis. Since schools would
receive an increase in property tax revenues of $350
million to $700 million as a result of this measure, the
state's funding requirement would be reduced by the
same amount-$350 million to $700 million annually.
Overall, the schools would receive the same amount of
funds in total, but the shares provided by the state and
by local property taxes would change.
Under certain conditions, changes in state revenue
collections can affect the amount of money the state
must provide to schools. Because this measure increases
state tax collections, the state may be required to
increase its funding to schools in years after 1992-93 by
unknown amounts.
Administrative Costs. The measure would result in
additional administrative costs to state and local tax
agencies. The most significant cost would be to county
tax assessors to reassess additional business properties.
These state and local costs could be several million
dollars annually.
General Economic Effects. The fiscal effect of this
measure could differ significantly from the annual
impacts discussed above. This is because the changes in
state and local taxes could influence the behavior of
individuals and businesses. These effects, in turn, could
affect future levels of economic activity in the state, and
future state and local tax revenues. The net impact is
uncertain and would depend upon various factors.
On the one hand, this measure would result in roughly
a 20 percent increase in the total amount of income taxes
paid by businesses in California, and a 10 percent to 20
percent increase in the amount of property taxes
imposed on businesses. Faced with these tax increases,
some businesses may choose to reduce their business
activities or their 'investments in new plant and
equipment in California. Businesses may find, for
example, that they would be more profitable operating
in nearbv states that have lower business taxes. To the
extent that this occurs, this measure would reduce the
future growth in tax revenues.
On the other hand, the measure also could have
positive effects on the state's economy. Increases in state
and local government expenditures could encourage
both short- and long-term job growth. For example,
additional spending in such areas as infrastructure,
education, and job training programs could improve the
state's attractiveness for business investment.
It is not possible to predict how individuals and
businesses would react to the changes contained in this
measure. These reactions, however, could have a
significant impact on the fiscal effects shown in Table 2.

For text of Proposition 167 see page 84
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State Taxes. Initiative Statute.
Argument in Favor of Proposition 167

Wh~' are taxes going up while schools and other public services are
being cut back~
Because we've given away billions of dollars in special interest tax
breaks benefiting the super-rich and multi-national corporations. What
have we gotten in return?
Have these special breaks increased jobs and investment in
California? ~o.
Have the~' lowered prices to California consumers? :--;0.
Have benefits for the wealth" "trickled down" to the rest of us" ~o.
What we HA \'E gotten is higher taxes. deteriorating services. and a
declining economy-and a massive UPWARD redistribution of income.
During the 1980's. the top 1 % of Californians saw their after-tax
incomes rise by over 75%, while the average income of the bottom 800/c
was unchanged.
Tax breaks have benefited the super-rich while leveraged buy-outs,
junk bonds. excessive executive pay, and savings and loan deregulation
have destroyed jobs and threatened our economic security.
IT'S TIME TO CHA;\JGE DIRECTIO~.
Last vear billions of dollars in new taxes fell most heavilv on ordinary
Califo;nians. The sales tax increases of 1991 were i times more
burdensome for the middle class than the rich.
\1eanwhile, the loophole lobbyists made sure tax breaks benefiting
banks. multi-nationals, insuraTlce companies and oil companies went
untouched. Corporate tax breaks actually were expanded!
PROPOSITIO~ 167 WILL PROVIDE OVER 81 BILLIO;\" I~ TAX
RELIEF TO HARD-WORKING CALIFORNIANS EVERY YEAR. It
will:
• Repeal the new food taxes on snacks, candy and bottled water.
• Repeal the new "information taxes" on newspapers and magazines.
• Repeal 1/4 cent of the sales tax increase.
• Repeal the income tax increase on renters by restoring the full
renters' credit.
PROPOSITIO~ 167 RESTORES FUNDS ClJT FROM EDUCATIO:\".
HEALTH CARE. PCBLIC SAFETY AND OTHER SERVICES.
Our future depends on what we invest in our people and
infrastructure. 167 not only reduces taxes for ordinary Californians. but

it imprr)l'es funding for essential services.
unlike Proposition 163, the revenues lost by cutting taxes will be
restored to state and local government (including schools I.
167 TAXES THE SUPER-RICH A~D CLOSES LOOPHOLES
BE:\"EFITING WEALTHY I~TERESTS.
It restores fairness to our tax system b,':
• Taxing the income of Californians earning over $500.000 bv 1'ic
more.
• Closing loopholes benefiting multinational corporations. banks.
insurance companies and oil companies.
• Limiting corporate write-offs for excessive pay of top corporate
executives.
• Rewarding companies that invest and create jobs in California
while ending breaks for exporting jobs.
• Closing the change of ownership loophole that allows corporations
to avoid being reassessed on the same basis as homeowners.
• Adding a corporate profits tax of 1% to match last year's sales tax
increase on consumers.
DO~'T BE FOOLED BY THE SCARE TACTICS OF THE
LOOPHOLE LOBBYISTS.
Thev
SAY A~D SPE.'\'D A~YTHI:\G to save their tax breaks.
But it'~ not tax breaks which stop corporations from seeking low wages
abroad-it's a productive, weil-educated work force and im'estment in
California.
FOR LOWER TAXES O:\" COl\:SUMERS. \10RE INVESTME~T 1:\
OUR Fl'TURE, A:\D FEWER TAX BREAKS FOR THE RICH AV'
POWERFUL.
VOTE YES O:\" 167.

will

LENNY GOLDBERG
Executive Director, California Tax Reform Association
HOW ARD OWENS
President. Congress of California Seniors
DAN TERRY
President, California Professional Firefighters

Rebuttal to Argument in Favor of Proposition 167
Promoters of Proposition 167 make a lot of promises about providing
tax relief and better services.
They talk about funding education, health care and other services.
but ...
• PROPOSmO:\" 167 DOESN'T GUARANTEE OUR SCHOOLS.
LAW ENFORCEMENT AGENCIES OR HEALTH CARE
FACILITIES A SINGLE PENNY!
They talk about relieving hard-working Californians, but . . .
• PROPOSITION 167 WOULD HIT MIDDLE AND LOWER
INCOME FAMILIES HARD, I;\JCREASE THEIR I;\ISURANCE
PREMIUMS, GASOLINE PRICES AND RENTS, AND COST
THEM JOBS.
Promoters talk about the few tax cuts in Proposition 167, but they
conveniently forget to mention . . .
• THE MORE THAN ONE DOZEN TAX INCREASES 1:\
PROPOSITIO:'\ 167 THAT DO:,\'T EXACTLY SPELL "TAX
RELIEF."
Promoters talk about rewarding companies that invest and create
jobs in California, but . . .
• PROPOSITIO" 167 WOULD CAUSE MORE CALIFOR:'\IA
BUSINESSES, U.RGE AND SMALL, TO RELOCATE OuTSIDE
THE STATE. ECONOMIC STUDIES SHOW IT COULD COST US
MORE THAN 100,000 JOBS'
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Proposition 167's promoters think they can win your vote bv
promising to eliminate the snack tax. What they don't tell you is ...
• That Proposition 163 on this same ballot would repeal the sales tax
on snacks, bottled water and candy WITHOUT imposing the more
than a dozen tax increases included in Proposition 167.
PROPOSITIO:'-: 167'S ALMOST TWENTY CHANGES I:\"
CALIFORNIA'S TAX LAWS ARE JUST TOO MUCH FOR ONE
PROPOSITION.
READ Proposition 167. We believe you'Ujoin all of us in this growing
bipartisan coalition who say. . .
WE NEED JOBS, NOT MORE TAXES
VOTE NO 0" PROPOSITIO~ 167!
GENE PENNE
Chair, Small Business Committee. California
Chamber of Commerce
LARRY McCARTHY
President, California Taxpayers Association
PETER D. KELLY III
Former Chair, California Democratic Party

Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official agency.
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Argument Against Proposition 167
• PROPOSITIO:-': 167 WILL HURT ALL CALIFORNIA:\fS.
Proposition 167, the so-called "Tax-the-Rich" initiative, would tax the
rich alright, but it wouldn't stop there. It would go right on to
I:'.JCREASE TAXES for small businesses and RAISE CO:'.JSU~IER
PRICES for ALL Californians-especially hurting middle and lower
income families.
The taxpayer groups, small businesses, seniors and many others
opposing Proposition 167 have a more appropriate name for it-the
"Job Terminator"-because it would tax jobs right out of the state.
And that's not all it would do-• PROP. 167 INCLUDES MORE THA:'.J ONE DOZE:'.J TAX
INCREASES-MORE THAN A;\j-Y INITIATIVE IN CALIFORNIA'S
HISTORY.
It would increase property taxes, personal income taxes and taxes on
small businesses. local banks and insurance premiums.
• PROP. 167 WOULD DRIVE ~IORE EMPLOYERS OUT OF STATE,
PUTTING THOUSANDS MORE CALIFORNIANS OUT OF WORK!
During the recession, California lost nearly 700,000 jobs.
Surveys show that one in every four businesses already plans to
relocate some or all of its operations outside of California. :'.Jow is hardly
the time to tax more employers out of the state or force businesses that
stay to reduce jobs.
• PROP. 167 WOULD HIT SMALL BUSINESSES HARDEST!
Small businesses are the heart of California's economv and a critical
factor in our efforts to recover from the recession. About 75 % of all
California businesses have 10 or fewer employees. ~any couldn't
survive Prop. 167's tax increases.
• ~IDDLE AND LOWER INCOME FAMILIES WOULD BEAR THE
BRUNT OF THE TA",{ INCREASES.
Who did they think would ultimately pick up the tab for a
multibillion-dollar tax increase? Santa Claus?
Prop. 167 promoters claim it forces big corporations and the wealthy
to pay their share, but it would ultimately hit middle and lower income
families the hardest because businesses would be forced to cut jobs or
increase consumer prices.

• PROP. 167 WOULD INCREASE INSURANCE PREMIUMS,
CTILITY BILLS, GASOLINE, RENTS AND OTHER CONSU~IER
PRICES.
Higher taxes on banks, property owners, insurance, oil and utili tv
companies means higher auto and homeowner premiums, highe~
residential and office rents, higher prices at the gas pump. Plain and
simple.
The initiative would also open local banks up to a bevy of new
taxes-even taxes on deposits and loans--and that means higher prices
and less available credit for loans, making it even more difficult for first
.
time home buyers to get financing.
• TOO ~IANY DIFFERE:-.IT PROVISIONS LUMPED I;\jiO ONE
I:'.JITIA TIVE.
The initiative includes almost twenty changes in California's tax
laws-affecting everything from personal income taxes to bank
reserves and insurance premiums. That's just too much for ONE
proposition.
:'.Jot since the Great Depression has California's economv been in
such dire straits. Now, when we should be doing everything ~e can to
help businesses create new jobs-along comes Prop. 167 with the
promise of more than a dozen tax increases and thousands of lost jobs.
WE :'.JEED JOBS, NOT MORE TAXES!
VOTE :'.JO ON PROPOSITION 167!

JANE A. ARMSTRONG
Stote Vice Chairman
.411iance of California Taxpayers and
Involved Voters (ACTIV)
LYNNE CHOY UYEDA
President, Federation of Minority Bwiness Associations
LARRY LUTZ
Former Chair, California Commission on Aging

Rebuttal to Argument Against Proposition 167
How will Proposition 167 affect you?
Are you a bank? Insurance company? Multinational corporation? Oil
company? If so, you'll lose special tax breaks.
Do you earn over $500,000 per year? If so, you'll pay 1% more.
Are you a publicly-traded corporation? If so, your property taxes will
follow the same rules as small businesses and homeowners.
:\RE YOU A SMALL BUSINESSPERSO:"i, HOMEOW:'.JER OR
RENTER?
IF SO, YO(;R TAXES WILL BE LOWER. YOU'LL PAY :--;0 T.\X
INCREASES, DESPITE THE OPPONENTS' F:\LSE CL\I~fS.
The opponents say Proposition 167 will eliminate jobs. But They are
simply using scare tactics to protect their special privileges.
Giving tax breaks to the super-rich and big business hasn't produced
jobs. Trickle-down economics has failed.
Proposition 167 creates jobs and expands our economy by cutting
consumer taxes and putting $1 billion into our people's hands to spend.
It rewards companies investing in California. It restores funds for our
schools and infrastructure.
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Banks, oil companies, insurance companies and multinational
corporations will do or say anything to keep their tax breaks.
For example: Thev want vou to believe that 167 will tax vour bank
deposits. It won't, it'~ false, it's illegal, and they know it.
.
That's just one example of the opponents' scare tactics.
The best way to make sure our taxes will keep going up while our
services are being cut is to continue giving away special interest tax
breaks.
If you agree that its time to change direction, vote yes on Proposition
167.

JERRY CREMINS
President, State BUilding & Construction Trades
Council of California
~fARY BERGAN
P~ident, California Federation of Teachers
HOWARD OWENS
President, California Congress of Sen ion

are the opinions of the :wthors and have not been checked for accuracy by any official agency.
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(d I Recommend ((> the commission the scope of basic health care benefits. A nu
recommendatIOns for an Increllse in benefits shall include an erpianatron of thr
prrJ}ected annuai frnanclOi eifect of {he amendment expressed both i1; thr
a{!'flreflate and the amount of increase In the averafle premium and cost-shartnl!
expense the avera{!e empioYlrr and employee would"bear.
(e) Recommend to the commission specific cost containment prot'lSlOns u;fllch
should be considered br! the Legislature. "
Article 10. Technology Panel
2195. Upon nomination of the commission, the Governor sha" appornt a
Technology Panel whICh shall be composed of one member representing each oi
the fol/owinl[; carriers, medical resellrchers, physicians. hospitals, consumers. and
business. The phuS/cian panel member shall be licensed under Chapter 5
(commencing with Section 2(00) of Division 2 of the Business and ProfeSSIOns
Code or the Osteopathic Initiative Act and shaU be nominated by the commISsion
after it has consulted with the statewide and local associations of the medical
profession. The person representing hospitals shall be nominated by the
commission after consulting with the statewide association of hospitals.
2196. Members of the panel shall serve for a term of four years, except that
members first appointed shall serve for stal[gered terms. as designated bu the
Governor. A member u-'hose term has erpired shall continue to serve until his or
her successor is apPOinted and qualified. Appointments to fill oocancies shall be
for the unexpired term. Members 0/ the ponel shall receive one hundred doliars
($100) for each day while on official business of the panel. In addition. each
member shall be entitled to receive actual erpenses incurred in the discharge of
his or her duties. including actual and necessary travel erpenses.
2197. The Technology Panel shall have authOrity to do all of the foUowing:
(al Monitor the development of new heafth care technology and conduct
cost/benefit analyses specific to California's population and health care
financing mechanrsms while this technology is stiU in its erperimental phases.
(b) Publish recommendations concerning rational dispersion of technology,
taking into consideration the beneficial effects of comTJ(!tition.
(c) Publish recommendations concerninl[ the circumstances under which neu-'
health care technology should be available and rates which will promote
appropriate use of neu-' technology.
Article 11. Voluntary Employer Participotion
2210. The commission shall determine the percentage of employers in
California that voluntarily extend coverage equal to or gTelJter than that provided
for in this chapter, and if the commission determines that at least ninety percent
(90%) of the emplouers "have voluntarily ertended this coverage prior to the date
the employers woufd be responsible to provide this coverage, this chapter shall
become inoperative u-'ith respect to employers, so long as voluntary participation
remains at that level.
Article 12. Amendments
2215. The provisions of Article 4 (com;'encing with Section 2130) of this
chapter may be amended by a statute passed by a vote of fourfifths of the
membership of eIlch house of the Legisiature in furtherance of its purposes. The
other provisions of this chapter, except for this section, may be amended by a
statute passed by a vote of two-thirds of the membership of each house of the
Legislature in furtherance of its purposes.
Section 5. Section 3700 of the Labor Code is amended to read:
3700. Every employer except the state shall secure the payment of
compensation in one or more of the follOwing ways:
(a) By being insured against liability to pay compensation in one or more
insurers duly authorized to write compensation insurance in this state.
(b) By securing from the Director of Industrial Relations a certificate of
consent to self-insure, which may be given upon furnishing proof satisfactory to
the Director of Industrial Relations of ability to self-insure and to pay any
compensation that may become due to his employees.
(c) For any county, city, city and county, municipal corporation, public
district, public agency, or any political subdivision of the state, including each

member of a pooling arrangement under a joint exercise of powers agreement
,but not the state itself:. b\' securing from the Director of Industrial Relations a
certificate of consent to seif-insure against workers' compensation claims. which
certificate rna,' be given upon furnishing proof satisfactory to the director of
ability to administer workers' compensation claims properly, and to pay workers'
compensation claims that rna\' become due to its employees. On or before March
31. 1979, a political subdivision of the state which, on December 31, 1978, was
uninsured for its liability to pay compensation. shall file a properly completed and
executed application for a certificate of consent to self-insure against workers'
compensation claims. The certificate shall be issued and be subject to the
provisiOns of Section 3702.

(d) A'ny employer, or association of employers, in complying with this
chapter. may arrange to provide health care coverage and the obligation to
prot'ide hellith benefits in workers' compensation coverage in the same contract or
policy. A ny carrier may provide that consolidated coverage. This subdir;ision
shall not be administered o~ interpreted to reduce benefits to in.iured employees.
Section 6. Section 17053.21 of the Revenue and Taxation Code is added to
read:

17'053.21. An eligible employer. as defined in Section 17053.20, providing basic
health care coverage pursuant to Chapter 0.5 (commencing with Section 21(0) of
Part 9 of Division 2 of the Labor Code shall receive the credit allowed by Section
17'053.20.
Section i. Section 23615.1 of the Revenue and Taxation Code is added to
read:
23615.1. An eligible employer, as defined in Section 23615. providing basic

helllth care coverage pursuant to Chapter 0.5 (commencing with Section 2](x)) of
Part 9 of Division 2 of the Labor Code shall receive the creiiit allowed by Section
23615.
Section 8. (a) :'\otwithstanding any other provision of law, for the 1992-93
fiscal year, the sum of one million. five hundred thousand dollars (SI,5OO,OOO) is
appropriated from the Cigarette and Tobacco Products Surtax Fund for support
of the Health Care Coverage Commission created by Section 2170 of the Labor
Code according to the follOwing schedule:
il) Five hundred thousand dollars (S500,000) from the Hospital Services
Account.
12) Five hundred thousand dollars (S500,000) from the Physician Services
Account.
,3) Fi\'e hundred thousand dollars ($500.000) from the Unallocated Account.
(b) NOtwithstanding any other provision of law, for the 1993-94 fiscal year and
each fiscal vear thereafter, the sum of three million dollars (S3,000,000) is
appropriated from the Cigarette and Tobacco Products Surtax Fund for support
of the Health Care Coverage Commission created by Section 2170 of the Labor
Code according to the follOwing schedule:
(I) One million dollars (81,000,000) from the Hospital Services Account.
(2) One million dollars ($1,000,000) from the Physician Services Account.
(3) One million dollars ($1,000,000) from the Unallocated Account.
Section 9. The Legislature may amend Sections 5, 6, 7 and 8 of this measure
in accordance with Article IV of the California Constitution.
Section 10. If any section, part, clause, or phrase of this measure is for any
reason held to be invalid or unconstitutional, the invalid or junconstitutional
provision shall be severed and the remaining provisions shall not be affected but
shall remain in full force and effect.
Section 11. This measure shall become effective on January 1, 1993, except
that Section 2120 of the Labor Code shall not be operative until January 1, 1994 or
90 days after the effective date of federal legislation which exempts Section 4 of
this measure from preemption by the federal Employee Retirement Income
Security Act of 1974, whichever occurs later. In the event the effective date of
federal legislation which exempts Section 4 of this measure from preemption by
the federal Employee Retirement Income Security Act of 1974 occurs after
October 3, 1993, then all the dates in Section 4 of this measure are extended for a
period of time equal to the number of days between October 3, 1993 and the
effective date of this federal legislation.

Proposition 167: Text of Proposed Law
This initiative measure is submitted to the people in accordance with the
provisions of Article II, Section 8 of the Constitution.
This initiative measure amends, repeals, and adds sections to the Revenue and
Taxation Code; therefore, existing provisions proposed to be deleted are printed
in Mftkeettt ~ and new provisions proposed to be added are printed in italic
type to indicate that they are new.

PROPOSED LAW
SEC. 1. This Act shall be known and may be cited as "The Economic
Recoverv Tax Relief Act of 1992."
SEC. '2. The people of the State of California hereby find and declare as
follows:
(a) The "trickle down" tax policies of the 1980s have failed and must be
abandoned.
Tax breaks for corporations and the wealthy have made the rich richer while
leveraged buyouts, junk bonds, excessive executive pay and deregulation of
savings and loans have destroyed jobs and threatened the economic security of
millions of Californians.
(b) The Governor has increased taxes on millions of hard-working Californians
instead of eliminating tax breaks benefitting wealthv individuals and corporations.
The Governor proposed and signed into law billions of dollars worth of new

taxes aimed at ordinary Californians, including new taxes on snacks, candy,
bottled water and newspapers, a substantial sales tax increase, and an income tax
increase on renters, while expanding corporate tax loopholes worth more than
$2,000,000,000 (82 billion) over the next six years.
(c) The Governor has increased taxes on ordinary Californians at a time when
the very richest Californians are prospering at the expense of everyone else.
The earnings of executives has increased to 160 times the average worker, a far
greater proportion than virtually anywhere else in the world.
During the last decade, the richest 1% of Californians saw their after-tax
incomes increase by more than 75% while the average income of the bottom 80%
of Californians was unchanged. The top 10% of all Californians now control 40%
of our state's total after-tax income.
(d) Since 1973 corporations and the wealthy have received tax reductions
amounting to billions of dollars each year.
Corporations and the wealthy have received nearly two-thirds (%rds) of the
tax savings from Proposition 13, amounting to more than 860,000,000,000
($60 billion) in the last twelve years.
In addition, corporations and the wealthy have received billions more in special
tax breaks, including:
(1) A massive loophole in implementing Proposition 13 that gives special
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treatment to corporations so that-unlike homeowners-they avoid reassessment
when their o'W'Ilership changes hands.
12) The business inventory tax was completely eliminated.
(3) The corporate tax rate was reduced.
(4) Taxes on multinational corporations were significantlv cut.
(5) Federal tax loopholes costing hundreds of millions of dollars each year
were adopted for the first time ever into our state tax code. and extended again
while ordinary taxpayers received tax increases.
Ie) Special interest tax breaks are wasteful and have not helped our economy.
Tax loopholes are the largest source of wasteful government spending. Each
year wealthy individuals and corporations take advantage of these "incentives".
whether or not they produce a single new job or a single new dollar of investment
for our state.
In fact, California had a higher rate of job growth when corporations had fewer
tax breaks and paid higher taxes than they do today.
if) Closing special interest tax loopholes will strengthen. our state's economv.
Instead of relying on lobbyists, campaign contributions and tax loopholes to
bolster their profits, The Economic Recovery Tax Relief Act of 1992 'Will force our
corporate leaders to make money the old fashioned way-by earning it through
innovation. improved productivity, and competition in the marketplace.
The best way to improve our business climate is to expand economic
opportunity for all Californians by ending special interest tax breaks, redUCing
taxes on consumers, and investing in better schools, reducing crime and drug
abuse, expanding access to affordable health care, ending homelessness, and
cleaning up our environment.
(g) The people must use the initiative process to restore fairness and
accountability to our tax laws.
The people must resort to the initiative process to do away with special interest
tax loopholes, reduce their own taxes, and provide funding for their services
because special interest tax loopholes are protected by a %rds vote requirement
in the Legislature. As a result, the legions of corporate lobbyists roaming the halls
of our State Capitol onlv need to convince a small minority of legislators to vote
with them in order to block the repeal'of even the most outrageous corporate tax
loopholes.
(h) The people have a right to know how the revenues raised by this Act are
expended and how the billions of dollars they pay in taxes each year are being
spent.
SEC. 3. The people. of the State of California hereby declare that their
purpose and intent in enacting this measure is to restore fairness and balance our
state tax laws.
To achieve this purpose, The Economic Recovery Tax Relief Act of 1992
reduces sales taxes for all California taxpavers, provides additional funds for public
schools and other public services, closes loopholes which benefit large
corporations. increases taxes on wealthy individuals and corporations, and
requires the Controller to report to the people how their tax dollars are being
spent.
la) The Economic Recovery Tax Relief Act of 1992 enacts the follOwing tax
reductions:
(1) Repeal of the sales taxes on macks, candy, bottled water, newspapers, and
magazines enacted in 1991.
12) A cut in the state sales tax rate by 1/. percent.
(3\ Repeal of any reduction of the renters' income tax credit enacted
subsequent to January 1, 1991.
(b) The Economic Recovery Tax Relief Act of 1992 raises taxes paid by
wealthy individuals and corporations by enacting the follOwing tax reforms:
(1) To restore fairness and balance to our tax system, the Act creates a new 12
percent income tax bracket applicable to super-rich Californians having joint
taxable incomes in excess of five hundred thousand dollars ($500,000.00) and
single taxable incomes in excess of two hundred fifty thousand dollars

($2.'50,000.(0),
(2) The Act further promotes tax fairness by making the temporary income tax
brackets permanent for joint taxable incomes of two hundred thousand dollars
(5200,000.00) or more and single taxable incomes of one hundred thousand dollars
($100,000.00\ or more.
(3) To prevent insurance companies from being rewarded for their failure to
comply with Proposition 103 by maintaining the Insurance Gross Premiums Tax
at the 2.46 percent temporary rate based on Proposition 103 instead of letting the
rate fall to 2.35 percent.
(4) To close a loophole in Proposition 13 provided by the Legislature which
allows corporations to avoid changes in ownership upon sale-a loophole which
favors corporations over homeowners and many small businesses.
It is therefore the intent of the people in enacting this Act that corporations be
reassessed upon true changes in ownership, so that when cumulatively more than
50 percent of a corporation or other legal business entity changes ownership.
reassessment of property will occur.
(5) To maintain balance in the taxation of individual income and corporate
profits and recover a small part of the billions given to corporations in new tax
breaks. the Act increases the tax rate on corporate profits from 9.3 percent to 10.3
percent. narrowing the gap between the corporate tax rate and the top rate on
personal income established by this Act.
(6) To restore fair and uniform taxation of multinational corporations by
requiring a water's-edge definition of income. reforming taxation of foreign
dividends. improving tax enforcement, and eliminating the tax break that
rewards California businesses for investing in Puerto Rico and other possessions.
17) To encourage corporations that invest and create jobs in California and to
stop rewardinl!' companies that sell their products here but close their plants or
refuse to invest or create jobs in our state bv double-weighting the sales factor

G92

that is used to calculate the taxable profits of companies doing business in
Califorrua.
i8\ To tax oil companies on the same basis as other corporations by repealing
the SpeCIal tax break that allows them to use their intangible dnlling expenses as a
tax shelter to avoid taxes on their profits.
19) To put California in step with everY other oil-prodUCing state bv enacting a
modest oil severance tax on large producers.
.
! 10\ To tax banks and savings and loans on the same basis as other corporations
by repealing the Bank In Lieu Tax which allows them to avoid paying taxes to
local government which are paid by other corporations.
(11) To join other states which already have conformed their state tax laws to
federal reforms in the taxation of banks since 1986.
(12) To prevent large corporations from taking advantage of the "Subchapter
S" tax break which was intended to encourage small businesses by disallOWing
corporations with total receipts in excess of ten million dollars ($10,000,000.00)
from using Subchapter S.
(13) To prevent large corporations from asking taxpayers to bear the cost of
excessive executive pay, the Act requires a corporation with 1,000 or more
employees to add to its net income the amount of compensation it gives to any
employee that exceeds twenty-five (25) times the average compensation it gives
to all its employees.
IC) The Economic Recovery Tax Relief Act of 1992 establishes the right of
taxpayers to hold government accountable for its use of their tax dollars bv
prOviding that:
.
(1) The first priority for use of revenues recovered by this Act shall be to
replace any revenues lost by any state or local government, including any school
district, as a result of the tax changes enacted by this measure or any other tax
reductions which may be enacted on the same ballot.
(2) The Controller shall report to taxpayers the total revenues raised by this
Act and the manner in which these revenues were spent, no later than November

1,1994.
(3) Since taxpayers also have a right to know how all of their tax dollars are
spent, this Act requires the Controller to report annually to the people the
sources of all state revenues for the prior fiscal year and how the state's revenues
are spent.
(4) A clear and accurate summary of the Controller's reports to taxpayers
required by this Act shall be published in the income tax booklets prepared and
mailed to taxpayers annually by the Franchise Tax Board.
SEC. 4. Section 64 of the Revenue and Taxation Code is amended to read:
64. (a) Except as provided in subdivision 1h) of Section 61 and subdivisions
(c I and Id) of this section, the purchase or transfer of ownership interests in legal
entities. such as corporate stock or partnership interests, shall not be deemed to
constitute a transfer of the real property of the legal entity.
(b) Any corporate reorganization, where all of the corporations involved are
members of an affiliated group, and which qualifies as a reorganization under
Section 368 of the United States Internal Revenue Code and which is accepted as
a nontaxable event by similar California statutes, or any transfer of real property
among members of an affiliated group, or any reorganization of farm credit
institutions pursuant to the federal Farm Credit Act of 1971 (Public La~ 92-181\,
as amended, shall not be a change of ownership. The taxpayer shall furnish proot:
under penalty of perjury, to the assessor that the transfer meets the requirements
of this subdivision.
For purposes of this subdivision "affiliated group" means one or more chains of
corporations connected through stock ownership with a common parent
corporation if:
(1) One hundred percent of the voting stock, exclusive of any share owned bv
directors, of each of the corporations, exceot the parent corporation, is owned bv
one or more of the other corporations; and'
.
(2) The common parent corporation owns, directly, 100 percent of the voting
stock, exclusive of anv shares owned bv directors. of at least one of the other
corporations.'
.
(c) (1) Where a transfer of voting st~ck or oth.er ownership interests of a
corporation, partnersh,p. or any legal entitlj result In the transfer of ownershiv
interests representing individually or cumulatively more than SO percent of the
ofL'nership interests in that entity, that transfer of shares or other ownershIp
mterests shall be a change in ownership oj rear property either directly or
indirectly controlled by that entitlj,
(2) For purposes of determining a change in ownership pursuant to this
subdivision, a single, individual share of voting stock or other ownership interest
shall be considered to have been transferred no more than once subsequent to the
most recent rrJappraisal of real properhj directly or indirectly owned or controlled
by the entitlj.
(di When a corporation. partnership. other legal entity or any other person
obtains control, as defined in Section 251~, in any corporation, or obtains a
majonty ownershIp mterest m any partnership or other legal entity through the
purchase or transfer of corporate stock, partnership interest, or ownership
interests in other legal entities, such ~urchase or transfer of such stock or other
mterest shall be a change of ownership of property owned by the corporation,
partnership, or other legal entity in which the controlling interest is obtained.
(ei Any interspousal transfer of an ownership interest which would be
excluded from change in ownership pUTsuant to Section 53 if the transfer fL'OS
made of real property shall not be considered in determining a change in
ownership pursuant to subdivisions ICI and (di.
ij; 11) .-Is ofJuly 1. 1993. it shall be rebuttably presumed that a single change
in ownership and no more than one single change in ownership with respect to a
corporation. partnership. or other legal entity hos occurred pursuant to either
wbdivision lei or ,di since March I. 19-:5. or the last reappraised change in
ownership of the real property directly or indirectly owned or controlled by the
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SEC. 6. Sections 6201.3 and 6201.4 of the Revenue and Taxation Code are
hereby repealed, effective January 1, 1993.
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SEC. 7. Section 6359.6 is added to the Revenue and Taxation Code, to read:
6359.6. The sales and use taxes on mack foods. bottled water, and candy and
confectionery as eTUJCted by Chapter 85 and Chapter 88 of the Statutes of 1991 are
hereby repealed. The exemptions for the aforementioned food products (mack
foods. bottled water, and candy and confectionery) which were in effect prior to
the enactment of Chapter 85 and Chapter 88 of the Statutes of 1991 shall become
effective january 1, 1993.
Section 6359 of the Revenue and Taxation Code is amended to read:
6359. (a) There are exempted from the taxes imposed by this part the gross
receipts from the sale of and the storage, use, or other consumption in this state of
food products for human consumption.
(b) For the purposes of this section, "food products" include all of the
follOwing:
(l) Cereals and cereal products, oleomargarine, meat and meat products, fish
and fish products, eggs and egg products, vegetables and vegetable products, fruit
and fruit products, spices and salt, sugar and sugar products, etftep tiIfIft ~ et
eenfeetiellerj, coffee and coffee substitutes, tea, and cocoa and cocoa products;
etl!er ~ ~ e!' e8nfeetiellef') .
(2) Milk and milk products, milkshakes, malted milks, and any other similar
type beverages which are composed at least in part of milk or a milk product and
which require the use of milk or a milk product in their preparation.
(3) All fruit juices, vegetable juices, and other beverages, whether liquid or
frozen, except bottled water, spirituous, malt or vinous liquors or carbonated
beverages.
(c) For purposes of this section, "food products" do not include tIftOi' M ffte
f.slle A'ing.
+it Mesieilles medicines and preparations in liquid, powdered, granular,
tablet, capsule, lozenge, and pill form sold as dietary8~=ements or adjuncts.
-fi+ SMeit teeM. Hr
et tMt 8eefter!; "
teetI!t!! eeeIftes;
~ ~ e!leitl8tBg se8tt;
III!& lH'fe ""eet e.aekers) , petIIte ~ MtIIeIt
e!tkes et ptes; eet'ft et ~ eMps; ~ ~ ~ J!6J3J!etl J36J3eefft;
taefteatea eftitI8; !II'I!i faBrielltes - e !!&I!eek i'eefts:.: iBeItt8e ~ HerBs ~ life
MIH! ift II e~ell stIit!IBIe fer eensllftlJ3tiell wHftettf ittrtfter J3.eee_g Mteft lIS
~ fte!Itirtg; et ~
.
(d) None of the exemptions provided for in this section apply to any of the
follOwing:
(1) When the food products are served as meals on or off the premises of the
retailer.
(2) When the food products are furnished, prepared, or served for
conswnption at tables, chairs, or counters or from trays, glasses, dishes, or other
tableware whether provided by the retailer or by a person with whom the retailer
contracts to furnish, prepare, or serve food products to others.
(3) When the food products are ordinarily sold for immediate consumption on
or near a location at which parking facilities are provided primarily for the use of
patrons in consuming the products purchased at the location, even though such
products are sold on a "take out" or "to go" order and are actualJy packaged or
wrapped and taken from the premises of the retailer.
(4) When the food products are sold for conswnption within a place, the
entrance to which is subject to an admission charge, except for national and state
parks and monwnents. marinas, campgrounds, and recreational vehicle parks.
(5) When the food products are sold through a vending machine.
(6) When the food products sold are furnished in a form suitable for
consumption on the seller's premises, and both of the following apply:
(A) Over 80 percent of the seller's gross receipts are from the sale of food
products.
(B) Over 80 percent of the seller's retail sales of food products are sales subject
to tax pursuant to paragraph (1), (2), (3), or (7).
(7) When the food products are sold as hot prepared food rroducts.
(e) "Hot prepared food products," for the purposes 0 paragraph (7) of
subdivision (d), include a combination of hot and cold food items or components
where a single price has been established for the combination and the food
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products are sold 10 such combmation. such as a hot meal. a hot special tv dish or
serving, or a hot sandwich or a hot pizza. including anv cold components or SIde
items. 'Paragraph I i of subdivision I d) shall not applv to a sale for a separate
price of bakerY Iroods or beverages lother than bouillon. consumme. or SO~pl. or
where th~ food product is purchased cold or frozen: "hot preparea food
products means those products. Items. or components whICh hay e been
prepared for sale in a heated condition and which are sold at anv temperature
which is higher than the air temperature of the room or place where the\' are
sold.
'fl The amendments to this section bv the act adding this subdivision shall
become operative on Julv 15. 1991.'
. '.
.'
I!{) The amenMments to this sectioll by the act adding this subdn'lslO/I rhall
become operatit'e o/ljalluary 1. 1993.
Section 6359,6 is added tb the Revenue and Taxation Code. to read:
6359.5. Sotu'lthstalldillf( Sectioll 6359. there are exempted from the taxes
imposed by this part the gross receipts from the sale of and t~e storaf(e. use. or
other consumptioll ill this state of nOllcarbonated alld nOllejfervescent bottled
u'ater sold ill illdit'idual cOlltainers of aile-half gallon or more in si::e.
This section fhall become operative 011 January 1. 1993.
SEC. 8. Tht' sales and use taxes on newspapers and periodicals. as enacted by
Chapter 8.5 and Chapter 88 of Statutes of 1991 are herebv repealed and Section
6362 of the Revenue and Taxation Code as it existed prior to the enactment of
Chapter 85 and Chapter 88 of 1991 is herebv restored. effective Januarv I. 1993.
Section 6362 is added to the Revenue and Taxation Code. to read:
5362. ia) On and after January 1. 1993. there are exempted from the taxes
imposed by this port. the gross receipts from the sale oj: a7ld the storage. use. or
other consumption ill this state. of any newspaper or periodical regularly issued
at averalle inten-als not exceedillg three months and any tangible personal
property' that becomes an illf5redient or component part of that Ileu'spaper or
periodical.
(b) On and after January 1. 1993. there are exempted from the taxes imposed
by this po rt. the .lTOSS receipts from the sale of alld the storaf5e. use. or other
cOIlsumptioll ill this state. of a photograph. u'nether or Ilot produced t() special
order. u'hen the possession. but not the title. of the photograph IS trails/erred for
the purpose of being reproduced one time only. ill a newspaper regularly issued
.
at the intervals set forth in subdiL'ision 101.
SEC. 9. Section 12202.2 is added to the Revenue and TaxatJon Code to read:
12202.2. .Votwithstandin£? the rate specified by Sections 12202 alld 12202.1. the
"ross premiums tax paid by illsurers for allY premIUms collected all or alter
Jalluary 1. 1993 shall be 2.46 percent.
. ..
SEC. 10. Part 21 r commencing with Section 42002\ is added to DlVlslOn 2 of
the Revenue and Taxation Code. to read:
P.4RT 21. OIL SEVERAl·iCE TAX
-12002. (a) "Oi/" means petroleum. or other cntde oil. cOlldellsate. casillghead
I<asolille. or other mineral oil u·hich IS milled. produced or U'ithdrawn from belou'
the sUrface of the ~oil or water ill this state.
.
.
.
(bl "Producer" mealls allY persall oWlling. cOlltrol/lIlll. mallaglllf5. or ieasmg
allY oil u'ell in e.rcess of 30.000 barrels durillg any mOllth of the curreTlt or
precedillf5 year. or allY person u'ho produces o~ extracts ITI allY mallller any Orilll
excess of' 30.000 barrels durill{( allY mOllth oj the current or precedllul year by
takillg it from the earth or water ill this state. or allY persall u'hoacauires ill
excess 0(30.000 barrels dun'llg ally mOllth of the currellt or precedlllg year the
set'eree! oil from a person or allellcy exempt from property taxatioll under the
COllstltution or lau's of the Ullited States or under the COIlStltUtlO1l or lau's of the
State of California. alld shall illclude allY persall OU'lliTI£? allY royalty or o~her
illterest in any oil or ItS calue ill excess of 30.000 barrels dunng allY month oj the
current or precedinll year whether produced by him or her. or by some other
persoll all his or her behalf either by lease. COlltract._or othem·ise..
.
(C) "Productioll '. means the total f5ross amoullt oj oil produced, IIlcludlllg the
,
gross amount thereof attributable to a royalty illterest.,
(d) "Set'ered" or "severilll<" mealls the extractlOll or u'lthdrawmg from below
the surface of the earth or u:ater of allY oil.. u'heth~r extractioll or u'ithdrawal
shall be by Ilatural jlou: mechalllcal flou: forced jlou·. yumpllll!. or any other
mealls employed to get the oil from below the sUrface 0/ the earth or u'ater alld
shall include the wlthdrawillg by any mea liS u·hatsoever of ali upon whIch the
ta.T has not been paid. from allY surface reservoir. Ilatural or artificial. or from a
u'(Jter surface.
lei "Cross r;aiue" means the sale pnce at the mouth of the u'ell in the case of
oil. If oil is exchallged {or somethillil other thall cash. or if there is 110 sale 01 the
time of severance or iI the relatioll betweell the buyer and the seller IS such that
the consideration paid, if allY. is Ilot illdicatir;e of the true value or market price.
then the board sholl determille the "alue of the oil subject to ta,x. based on the
cash price paId to producers for like quality oil ill the "iClnity oj the u'ell
(fi "Barrel of oi/" means 42 United States Ilallons of :131 cubic inches per
gafloll computed at a temperature of 60 degrees Fahrenheit.
(g) .'Boa rd " means the State Board of Equaii::otion.
-12010. 011 and after January 1. 1993. there is hereby imposed all oil sererallce
tax upon the pririfel?e of severinI< oil from the earth or u'ater ill this state jilr
sales. trallsport. consumption. stoTOfle. profit. or use. The ta.T shall be bome
ratabllJ by all persons u'ithiTI the term "producer" as that term IS defined in
1ubdivisioll Ibl ofSectioIl42002. The tax shall be ofJIJiied equaily \0 alf portIOns
of the !{ross raiue of each barrel of "II set·erea. a lid shat! be IIIlIJOSI!(J at the rale "j
J percent.
, .
-12011. E.rcept (/05 otlll!ru'ise prol'ided 111 thi., part. Ihl' lilT "Iudl IN' IJlIIIII the
elltire productioll ill this I·tate. rellardlt',I'S of thl! pial'I' "I' "Iii,' ,If til /l'1I1111l ,,:/11' I ) f
bll u·jlOm used. or the fact that the delit'ery may be made to pili/lIS /luts,,'e the
I'late.
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-12012 The tax imposed by this part rhall be ill additioll to any ad valorem
taxes Imposed by the state. or any of its political subdivisions. or allY local
busllless iicellse ta.res u'hich mif5ht be illcurred as a privilege of severillg ali from
the earth or doillg busilless ill that locality. No equipment material or property
rhall be e.Tempt from paymellt of ad valorem tax by reason of the paymellt of the
;:ross saemllce tax pu~wallt to this part.
-1::014. Tu'o or more producers that are corporations alld are oU'lled or
call trolled directly or illdirect/y. as defined ill Sectioll 25105. by the same
il/terests. shall be cOllsidered as a sinf5le producer for purposes of application of
the tax prescribed in Section 42010.
-1201.5. There is exempted from the impositioll of the oil severance tax imposed
prJr.l'uallt to this part. all oil oWlled or producedby, any p~litical subdit'isi(}/l of the
State oj CalifonI/O. IIlcludlllf5 that political SUbdlVlSlOll s propnetary share of oJ!
produced ullder allY ullit cooperative. or other poo/illl? agreemellt except for oil
produced from alld attributed to tide alld submerged lands that have beell
grallted ill trust by the State of California.
-12020. The tax imposed by this part shall be due alld payable to the board all
a monthly basis.
-12022. The board may prescribe the forms and reporting requirements as
Tlecessary to implement the tax. illcluding but Ilot limited to illformatioll
regardilll< the location of the well by coullty. the f5ross amount of oil produced.
the price paid therefor. the prevailillg market price of oil. alld the amount of tax
due.
-12112. III all proceedings ullder this chapter the board may act on behalf of
the people of the State of California.
-12145. the board shall enforce the provisions of this part and may prescribe.
adopt. alld ellforce rules and regulatiolls (including but not limited to the
paymellt of interest. the imposition of penalties. and any other action permitted
by Sections 6451 throuf5h 7175 of the Revenue and Taxation Code. or 38401
throullh 38901. u;hichever are most applicable) relating to the applicatioll,
administration and enforcement of this part.
-12166. All taxes. illterest pellalties. and other amounts collected pursuant to
this part other than that required for cost of the administration of this tax by the
board shal/ be deposited in the Gelleral Fund.
SEC. I I. In order to implement the provisions in paragraphs (1) and 12 \ of
subdivision 1b I of Section 3 of this Act to make permanent the temporary income
tax brackets enacted in 1991 and to establish a new 12 percent tax rate applicable
to the super-rich. Section 10 of Chapter 117 and Section 5 of Chapter 474 of the
Statutes of 1991 are each amended as follows:
ial The phrase "and before January 1, 1996," shall be deleted each place in
which it appears.
i b) (I \ For any taxable year beginning on or after January 1, 1992. the income
tax brackets and rates set forth in paragraphs (J) and (2\ of subdivision lal of
Section li04I shall be modified by each of the follOwing:
(AI For that portion of taxable income that is over one hundred and
seventv·five thousand dollars (8175.000) but not over two hundred and fiftv
thousand dollars (S250.000)' the tax rate is II percent of the excess over one
hundred and seventy-five thousand dollars (8175,000\.
18\ For that portion of taxable income that is over two hundred and fifty
thousand dollars (8250.000\, the tax rate is 12 percent of the excess over two
hundred and fifty thousand dollars ($250.000\.
12\ The income tax brackets speCified in paragraph 11\ shall be recomputed.
as otherwise prO\ided in subdivision (h \ of Section 17041. only for taxable years
beginning on or after January 1, 1993.
I C I 111 For any taxable year beginning on or after January 1, 1992. the income
tax brackets and rates set forth in paragraphs (1\ and (2) of subdivision !C) of
Section 17041 shall be modified by each of the followmg:
r'.-\J For that portion of taxable income that is over two hundred and
thirty-eight thousand dollars ($238,000\ but not over three hundred and fortv
thousand dollars 18340.000), the tax rate is 11 percent of the excess over two
hundred and thirty-eight thousand dollars ($238,000).
I B\ For that portion of taxable income that is over three hundred and forty
thousand dollars 18340.000\. the tax rate is 12 percent of the excess over three
hundred and forty thousand dollars ($340,000).
1,2\ The income tax brackets specified in paragraph (1 \ shall be recomputed,
as otherwise pro\'ided in subdivision (h) of Section 17041, only for taxable years
beginning on or after January I, 1993.
I d \ The orovisions of this section shall be treated as though thev had been
included in Section 10 of Chapter Iii and Section 5 of Chapter 474 of the Statutes
of 1991.
Section 17041 of the Revenue and Taxation Code, as amended bv Section 5 of
Chapter 474 of the Statutes of 1991. is amended to read:,
.
17041. lal <1\ There shall be imposed for each taxable year upon the entire
taxable income of everY resident of this state, except the head of a household as
defined in Section 17042. taxes in the follOwing amounts and at the following rates
upon the amount of taxable income:
If the taxable income is:
The tax is:
\ot O\'er 83.650 .................................. 1% of the taxable income
Over 83.650 but not over 88.650.... 836.50 plus 2% of the excess over .83.650
Over ·~.650 but not over .~13.650.. $136.50 plus 4% of the excess over ·~.650
Over ~13.650 but not overSIB.950. 5336.50 plus 6% of the excess over 813.650
Over~18.950 but not ov'er S23.9.;o. 8654.50 plus 8% of the excess over 818.950
O\(·r'l2:3.9.50 ....................................... Sl.O.'H ..50 plus 9.3% of the excess over S23.950
,2, .\! For :1m' taxable "t'ar beginnIng on or after January 1. 1':)91. ~ ~
~ +; ~ the mcome'tax brackets and rates set forth in paragraph II) shall
be moditled bv each at the followin~:
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Ii' For that portion of taxable income that i, over one ilUndred thousand
dollars ($100.0001 but not over two hundred thousand dollar; : S200.000I. the tax
rate is 10 percent of the excess over one hundred thousand dollars 18100.0001.
tii ) For that portion of taxable income that is over two hundred thousand
dollars (S200.000). the tax rate is II percent of the excess over two hundred
thousand dollars (8200.000\.
I B) The income tax brackets specified in this paragraph shall be recomputed.
as otherwise prOvided in subdivision ih I, only for taxable years beginning on and
after January 1. 1992.
.

(31 For any taxable year beginning on or after january 1. 1992. the income tax
brackets and rates set forth in paragraphs (1) and (2) sholl be modified by each
of the following:
(A) For that portion of taxable income that is over one hundred and
seventy-five thousand dolfars (SI7SJJOOI but not over two hundred and fifty
thousand dollars ($2S0.()()()). the tax rate is 11 percent of the excess over one
hundred and seventy-five thousand dollars (Sli5,()()()).
IBI For that portion of taxable income that is over tu;o hundred and fifty
thousand dollars (S2S0.()()()). the tax rate is 12 percent of the excess over two
hundred and fifty thousand dollars ($250.()()()1.
(41 The income tax brackets specified in paragraph (3) sholl be recomputed.
as otherwise prodded in subdivision (h). only for taxable years beginning on or
after january 1. 1993.
.
Ib I There shall be imposed for each taxable year upon the entire taxable
income of every nonresident or part-year resident which is derived from sources
in this state, except the head of a household as defined in Section 17042. a tax
which shall be equal to the tax computed under subdivision (a i as if the
nonresident or part-year resident were a resident multiplied by the ratio of
California adjusted gross income to total adjusted gross income from all sources.
For purposes of computing the tax under subdivision (a) and gross income from
all sources. the net operating loss deduction prOVided in Section 172 of the
Internal Revenue Code. as modified by Section 17276, shall be computed as if the
taxpayer was a resident for all prior years.
(c\ (1) There shall be imposed for each taxable year upon the entire taxable
income of even' resident of this state. when such resident is the head of a
household. as deemed in Section 17042. taxes in the follov.mg amounts and at the
follov.mg rates upon the amount of taxable income:
The tax is:
If the taxable income is:
!liot over 87.300 .................................. IO/C of the taxable income
Over 81.300 but not over $17.300.. 813 plus 2% of the excess over 87,300
Over 817.300 but not over 522,300. $273 plus 4% of the excess over $17.300
Over 822,300 but not over $27.600. 8473 plus 6% of the excess over 822,300
Over $27,600 but not over 832.600. 8191 plus 8% of the excess over 827,600
Over 832.600 ....................................... 81,191 plus 9.3% of the excess over 832.600
(2) (A) For any taxable year beginning on or after January I, 1991. 11M getePe
~~
the income tax brackets and rates set forth in paragraph (1) shall
be modified by each of the follOwing:
i i) For that portion of taxable income that is over one hundred thirty-six
thousand one hundred fifteen dollars (8136.115) but not over two hundred
seventy-two thousand two hundred thirh' dollars ($272.230 I, the tax rate is 10
percent of the excess over one hundred thiTty-six thousand one hundred fifteen
dollars (SI36,115).
(ii\ For that portion of taxable income that is over two hundred seventy-two
thousand two hundred thirty dollars ($272.230), the tax rate is 11 percent of the
excess over two hundred seventy-two thousand two hundred thirtv dollars

¥.l9S;

($272.230).'
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(B) The income tax brackets specified in this paragraph shall be recomputed,
as otherwise provided in subdivision (h), only for taxable years beginning on and
after January 1, 1992.

(3) For any tamble year beginning on or after january 1, 1992. the income tax
brackets and rates set forth in paragraphs (1) and (2) shall be modified by each
of the following:
.
(A) For that portion of taxable income that is over two hundred and
thirty-eight thousand dollars ($238,()()()) but not over three hundred and forty
thousand dollars ($340.()()()), the tax rate is 11 percent of the excess over two
hundred and thirty-eight thoUSIJnd dollars (S238,()()()).
(B) For that portion of taxable income that is over three hundred and forty
thousand dollars ($J40,()()()), the tax rate is 12 percent of the excess over t/:lree
hundred and forty thousand dollors ($J4(),()()()).
(4) The income tax brackets specified in paragraph (3) shall be recomputed,
as otherwise provided in subdivision (h), only for taxable years beginning on or
after january 1, 1993.
(d) There shall be imposed for each taxable year upon the entire taxable
income of every nonresident or part-year resident which is derived from sources
within this state when such nonresident or part-year resident is the head of a
household, as defined in Section 17042, a tax which shall be equal to the tax
computed under subdivision (c) as if the nonresident or part-year resident were a
resident multiplied by the ratio of California adjusted gross income to total
adjusted gross income from all sources. For purposes of computing the tax under
subdivision (c) and gross income from all sources. the net operating loss
deduction provided in Section 172 of the Internal Revenue Code. as modified by
Section 17276, shall be computed as if the taxpayer was a resident for all prior
years.
. (e) There shall be imposed for each taxable year upon the taxable income of
every estate, trust, or common trust fund taxes equal to the amount computed
under subdivision (a) for an individual having the same amount of taxable
income.
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If The tax Imposed b\' thIS part IS not a surtax.
For purposes or thIS sectIon. the taxation of the unearned income of a
mmor child who has not attained age 14 before the close of the taxable vear and
who has a parent lmn!! at the close of the taxable year shall be determined in
accordance with SectIon 1 !gl of the Internal Revenue Code, relating to certain
unearned mcome of minor children taxed as if the parent's income.
(2) SectIOn 1 (gl i71 IBI Iii) (II) of the Internal Revenue Code, relating to
income included on parent's return. is modified. for purposes of this part, by
substituting "five dollars ($51" for "seventy-five dollars (815)" and "I percent"
for "15 percent."
(3) Paragraph (I! shall not apply if both of the follOwing are true:
!:\ I The adjusted gross income of the minor child does not exceed the
maximum amount for which the percentage of credit is 100 percent under
subdivision (bl of Section 17069 (as adjusted by subdivision (g) of Section 17069).
IB) The minor child is qualified for the low-income tax credit allowed bv
.
Section 17069.
ih \ For each taxable year beginning on or after January 1, 1988, the Franchise
Tax Board shall recompute the income tax brackets prescribed in subdivisions (a)
and (c I. That computation shall be made as follows:
Iii The California Department of Industrial Relations shall transmit annually
to the Franchise Tax Board the percentage change in the California Consumer
Price Index for all items from June of the prior calendar year to June of the
current calendar year. no later than August 1 of the current calendar year.
(2) The Franchise Tax Board shall do both of the follOwing:
(A) Compute an inflation adjustment factor by adding 100 percent to the
percentage change figure that is furnished pursuant to paragraph (1) and
dividing the result by 100.
IB) Multiply the preceding taxable year income tax brackets by the inflation
adjustment factor determined in subparagraph (A) and round off the resulting
products to the nearest one dollar (81).
(i) (l ) For purposes of this section, the term "California adjusted gross
income" includes each of the following:
(A \ For any part of the taxable year during which the taxpayer was a resident
of this state (as defined by Section 17014), all items of adjusted gross income.
regardless of source.
i B) For any part of the taxable year during which the taxpayer was not a
resident of this state, only those items of adjusted gross income which were
derived from sources v.~thin this state. determined in accordance with Chapter II
(commencing with Section 17951).
(2) For purposes of computing "California adjusted gross income" under
paragraph (1), the amount of any net operating loss sustained in any taxable year
during any part of which the taxpayer was not a resident of this state shall be
limited to the sum of the follOwing:
(A) The amount of the loss attributable to the part of the taxable year in which
the taxpayer was a resident.
(B) The amount of the loss which, during the part of the taxable year the
taxpayer is not a resident, is attributable to California source income and
deductions allowable in arri\mg at adjusted gross income.
SEC. 12. In order to be consistent with the implementation of a new 12
percent rate for regular tax for the super-rich in Section 11 of this Act. the
alternative minimum tax rate is increased from 8.5 percent to 9.3 percent for
those persons subject to the new 12 percent rate by amending Section 16 of
Chapter 117 of the Statutes of 1991 as follows:
(a) The phrase "and before January 1, 1996," shall be deleted each place in
which it appears.
(b) Subparagraph (ii) of paragraph (A) of paragraph (3) of subdivision (b) of
Section 17062 is modified to read as follows: .. (ii) The rate specified in
subparagraph (i) shall be 9.3 percent instead of 8.5 percent for any taxable year
beginning on or after January 1, 1992, when the 12 percent tax rate has been used
to compute the regular tax or any portion thereof."
(c) The provisions of this section shall be treated as though they had been
included in Section 16 of Chapter 117 of the Statutes of 1991.
Section 17062 of the Revenue and Taxation Code, as amended by Section 16 of
Chapter 117 of the Statutes of 1991, is amended to read:
17062. (a) In addition to the other taxes imposed by this part, there is hereby
imposed for each taxable year, a tax equal to the excess, if any, of0) The tentative minimum tax for the taxable year, over
(2) The regular tax for the taxable year.
(b) For purposes of this chapter, each of the following shall apply:
(1) The tentative minimum tax shall be computed in accordance with Sections
55 to 59, inclusive, of the Internal Revenue Code, except as otherwise provided in
this part.
(2) The regular tax shall be the amount of tax imposed by Section 17041 or
17048, before reduction for any credits against the tax. less any amount imposed
under paragraph (1) of subdivision (d) and paragraph (1) of subdivision (e) of
Section 17560.
(3) (A) The provisions of Section 55(b) (1) of the Internal Reyenue Code shall
be modified to provide that the tentative minimum tax for the taxable year shall
be equal to the follOwing percent of so much of the alternative minimum taxable
income for the taxable year as exceeds the exemption amount, before reduction
for any credits against the tax:
(i) For any taxable year beginning on or after January 1, 1991, tHHi Befetoe
cent.
~~
, g Iii
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rate specified in clause (i) shall be 9.3 percent instead of 8.5 percent for any
taxable year beginning on or after january J, 1992. when the J2 percent tax rate
has been used to compute the regular tax or any portion thereof
(ii)

(B) In the case of a nonresident or part-year resident, the tentative minimum
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tax shall be computed as if the nonresident or part-year resident were a resident
for the entire year multiplied by the ratio of California adjusted gross inc?me (as
modified for purposes of this chapter) to total adjusted gross income trom all
sources (as modified for purposes of this chapter I. For purposes of computing the
tax under subparagraph (A) and gross income from all sources, the net operating
loss deduction provided in Section 56 (d) of the Internal Revenue Code shall be
computed as if the taxpaver were a resident for all prior years.
IC) For purposes of this section, the term "California adjusted gross income"
includes each of the follOWing:
Ii) For any period during which the taxpayer was a resident of this state (as
defined by Section liOI4); all items of adjusted gross income (as modified for
purposes of this chapter I, regardless of source.
I ii) For any period during which the taxpayer was not a resident of this state,
only those items of adjusted gross income (as modified for purposes of this
chapter I which were derived from sources within this state, determined in
accordance with Chapter 11 (commencing with Section 17951).
(4) (A) If there was a deferral of preference tax under former Section 17064.8
for any taxable year beginning before January 1, 1987, and the amount of the
deferred tax has not been paid for any taxable year beginning before Januarv 1,
1987, the amount of the net operatinl't loss carryovers which may be carried to
taxable years beginning after December 31, 1986, for purposes of this chapter,
shall be reduced by the amount of the tax preferences attributable to the
deferred tax which has not been paid.
(B) In the case of a net operating loss allowed to be carried forward under
subdivision (d) of Section 17276, subparagraph (A) shall apply to the extent that
such a loss would have resulted in a deferred tax under prior law.
(c) (ll Section 56(b) (1) (E) of the Internal Revenue Code. relating to
standard deduction and deduction for personal exemptions not allowed, is
modified, for purposes of this part, to deny the standard deduction allowed by
Section 17!Y73.5.
(2) The provisions of Section 56(h) of the Internal Revenue Code, relating to
adjustment based on energy preferences, shall not apply.
(d) The provisions of Section 57(a) (5) of the Internal Revenue Code, relating
to tax-exempt interest shall not apply.
(e) The last sentence of Section 57 (a) (6) (B) of the Internal Revenue Code,
relating to tangible personal property, shall not apply.
If) The provisions of Section 59(a) of the Internal Revenue Code, relating to
the alternative minimum tax foreign tax credit. shall not apply.
SEC. 13. In order to implement the provision in paragraph (3)' of subdivision
(al of Section 3 of this Act, there shall be allowed a renter's credit as prOvided in
Section 12 of Chapter 117 and Section 12.5 of Chapter 117 and Section 1 of
Chapter 474 of the Statutes of 1991, except that:
(a I "1992" shall be substituted for "1996" each place it appears.
(b) If the renters' credit is eliminated or reduced during the 1992 legislative
session such that the above code sections are no longer operative, this Act hereby
restores the renters' credit to be no less for any taxpayer than it was prior to the
reductions enacted in 1991.
Section 17053.5 of the Revenue and Taxation Code, as amended by Section 12
of Chapter 117 of the Statutes of 1991, is amended to read:
17053.5. (a) In the case of qualified renters, there shall be allowed credits
against their "net tax" (as defined in Section 17039). The amount of the credit
shall be as follows:
! 1) For married couples filing joint returns. heads of household and surviving
spouses (as defined in Section 17046) the credit shall be as follows:
IA) One hundred twenty dollars ($120) if adjusted gross income is forty
thousand dollars ($40.000), or less.
i B) Sixty dollars ($60) if adjusted gross income is greater than forty thousand
dollars ($40,000), but less than forty-one thousand one dollars 1841,001),
(C) ~o credit shall be allowed if adjusted gross income is equal to or greater
than forty-one thousand one dollars ($41,001).
(2) For other individuals. the credit shall be as follows:
(A) Sixty dollars 1$60) if adjusted gross income is twenty thousand dollars
(820.000), or less.
I B) Thirty dollars (830) if adjusted gross income is greater than twenty
thousand dollars (820,000), but less than twenty thousand five hundred one
dollars ($20,501),
(C) ~o credit shall be allowed if adjusted gross income is equal to or greater
than twenty thousand five hundred one dollars ($25,501).
(b) Except as provided in subdivision IC), a husband and wife shall receive but
one credit under this section. If the husband and wife file separate returns. the
credit may be taken by either or equally divided between them. except as follows:
(1) If one spouse was a resident for the entire taxable year and the other
spouse was a nonresident for part or all of the taxable vear. the resident spouse
shall be allowed one-half the credit allowed to married persons and the
nonresident spouse shall be permitted one-half the credit allowed to married
persons, prorated as provided in subdivision (f).
(2) If both spouses were nonresidents for part of the taxable year. the credit
allowed to married persons shall be divided equally between them subject to the
proration provided in subdivision (f).
(c) In the case of a husband and wife, if each spouse maintained a separate
place of residence and resided in this state during the entire taxable year. each
spouse WIll be allowed one-half the full credit allowed to married persons
provided in subdivisions (a) and (b).
\d) For purposes of this section, a "qualified renter" means an individual who:
11) Was a resident of this state, as defined in Section 17014. and
12) Rented and occupied premises in this state which constituted his or her
princIpal place of residence during at least 50 percent of the taxable vear.
lei The term "qualified renter" does not include any of the follOwing:
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11) An mdividual who for more than 50 percent of the taxable vear rented and
occupied premises which were exempt from proper tv taxes, 'except that an
individual, otherwise qualified. shall be deemed a qualified renter if he or she or
his or her landlord pays possessory interest taxes, or the owner of those premises
makes payments in lieu of property taxes which are substantially equivalent to
property taxes paid on properties of comparable market value.
12) An individual whose principal place of residence for more than 50 percent
of the taxable year is ~ith any other person who claimed such individual as a
dependent for income tax purposes.
13) An individual who has been granted or whose spouse has been granted the
homeowners' property tax exemption during the taxable year. This paragraph
shall not apply in the case of an individual whose spouse has been granted the
homeowners' property tax exemption if each spouse maintained a separate
residence for the entire taxable vear.
(f) Any otherwise qualified renter who is a nonresident for any portion of the
taxable year shall claim the credits set forth in subdivision (a) at the rate of
one-twelfth of those credits for each full month that individual resided within this
state during the taxable year.
(g) Every person claiming the credit provided in this section shall, as part of
that claim. and under penalty of perjury, furnish that information as the
Franchise Tax Board prescribes on a form supplied by the board.
ih) The credit provided in this section shall be claimed on returns in the form
as the Franchise Tax Board may from time to time prescribe.
Ii) For the purposes of this section, the term "premises" means a house or a
dwelling unit used to prOvide living accommodations in a building or structure
and the land incidental thereto, but does not include land only, except in the case
where the dwelling unit is a mobilehome. The credit shall not be allowed for any
taxable year for the rental of land upon which a mobilehome is located if the
mobilehome has been granted a homeowners' exemption under Section 218 in
that year.
(j) In the case of qualified renters whose credits prOVided in this section
exceed their tax liability computed under this part the excess shall be credited
against other amounts due, if any, from the qualified renter and the balance, if
any, shall be refunded to the qualified renter.
(k) For each taxable year beginning on or after January 1, 1992, the Franchise
Tax Board shall recompute the adjusted gross income amounts set forth in
subdivision (a). That computation shall be made as follows:
(1) The California Department of Industrial Relations shall transmit armually
to the Franchise Tax Board the percentage change in the California Consumer
Price Index for all items from June of the prior calendar year to June of the
current calendar vear, no later than August 1 of the current calendar year.
(2) The Franchise Tax Board shall compute an inflation adjustment factor bv
adding 100 percent to that portion of the percentage change figure which is
furnished pursuant to paragraph (1\ and dividing the result by 100.
(3) The Franchise Tax Board shall multiplv the amounts in the preceding
taxable year by the inflation adjustment factor determined in paragraph (2), ana
round off the resulting products to the nearest one dollar ($1).
(4) In computing the amounts pursuant to this subdivision, the amounts
provided in paragraph (1) of subdivision (a) shall be twice the amount provided
in paragraph (2) of subdivision (al.
(l) (l) The amendments to this section by the act adding this subdivision shall
be applicable to taxable years beginning on and after January 1, 1991, and before
January 1. Hl!lS 1992 .
12) This section shall remain in effect until December 1, Hl!lS 1992, and as of
that date is repealed.
Section 17053.5 of the Revenue and Taxation Code, as amended bv Section 1 of
.
Chapter 474 of the Statutes of 1991, is amended to read:
17053.5. (al In the case of qualified renters, there shall be allowed credits
against their "net tax" i as defined in Section 17039), The credit shall be in the
amount of one hundred twenty dollars ($120) for married couples filing joint
returns, heads of household and surviving spouses (as defined in Section 17046),
and sixty dollars I $60) for other individuals.
Except as provided in subdivision (b), a husband and wife shall receive but one
credit under this section. If the husband and wife file separate returns, the credit
may be taken by either or equallv divided between them, except as follows:
II) If one spouse was a resident for the entire taxable year and the other
spouse was a nonresident for part or all of the taxable year. the resident spouse
shall be allowed one-half the credit allowed to married persons and the
nonresident spouse shall be permitted one-half the credit allowed to married
persons. prorated as provided in subdivision (e).
(2) If both spouses were nonresidents for part of the taxable year, the credit
allowed to married persons shall be divided equally between them subject to the
proration provided in subdivision (e).
(b) In the case of a husband and wife, if each spouse maintained a separate
place of residence and resided in this state during the entire taxable year, each
spouse will be allowed one-half the full credit allowed to married persons
provided in subdivision 1a) .
(c) For purposes of this section, a "qualified renter" means an individual who:
11) Was a resident of this state, as defined in Section 17014, and
1.2) Rented and occupied premises in this state which constituted his or her
principal place of residence durin'l at least 50 percent of the taxable year.
id) The term "qualified renter" does not include any of the follOwing:
( 1) An individual who for more than 50 percent of .the taxable year rented and
occupied premises which were exempt from property taxes, 'except that an
individual. otherwise qualified. shall be deemed a qualified renter if he or she or
his or her landlord pays possessory interest taxes, or the owner of those premises
makes payments in lieu of property taxes which are substantially eqUivalent to
property ta.les paid on properties of comparable market value.
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:2, !\n Indl\ldual whose pnnclpal place of residence for more than 5(1 percen:
o' the taxable year IS with am' other person who ciaimed such IndiVidUal as a
dependent for Income tax purposes.
(3, An indl\idual who has been granted or whose spouse has been granted tne
homeowners' propert\· tax exemptIOn dunng the taxable vear. This paral!rapn
shall not apph' In the case of an individual whose spouse has been granted the
hOIneownen' propert\· tax exemption if each spouse maintained a separate
residence for the entire taxable vear.
I e I Any othernise qualified rimter who IS a nonresident for any portion of the
taxable vear shall claim the credits set forth in subdivision Ia 1 at the rate of
one-tweifth of those credits for each full month that Individual resided within this
state during the taxable year.
I r, Every person churning the credit provided in this section shall. as part of
that claim, and under penalty of perjury, furnish that information as the
Franchise Tax Board prescribes on a form supplied by the board.
(g) The credit provided in this section shall be claimed on returns in the form
as the Franchise Tax Board may from time to time prescribe.
I h 1 For the purposes of this section, the term "premises" means a house or a
dwelling unit used to provide living accommodations in a building or structure
and the land incidental thereto, but does not include land only. except In the case
where the dwelling unit is a mobilehome. The credit shall not be allowed for an\
taxable year for the rental of land upon which a mobilehome is located if the
mobilehome has been granted a homeowners' exemption under Section 215 in
that vear.
Iii In the case of qualified renters whose credits provided in this sectIOn
exceed their tax liability computed under this part the excess shaH be credited
against other amounts due. if any, from the qualified renter and the balance, if
any, shall be refunded to the qualified renter.
U) This section shall become operative on January 1. W96 /992. and shall apply
to any taxable vear beginning on or after January 1, W96 /992.
SEC. 14. Section 23151 of the Revenue and Taxation Code is amended to
read:
23151. (a) With the exception of financial corporations, every corporation
doing business v.;thin the limits of this state and not expressly exempted from
taxation by the provisions of the Constitution of this state or by this part. shall
annually pay to the state, for the privilege of exercising its corporate franchises
within this state, a tax according to or measured by its net income. to be
computed at the rate of i.6 percent upon the basis of its net income for the next
preceding income year. or if greater, the minimum tax specified in Section 23153.
(b) For calendar or fiscal years ending after June 30, 19i3. the rate of tax shall
be 9 percent instead of i.6 percent as provided by subdivision Ia ).
ICI For calendar or fiscal years ending in 1980 to 1986, inclusive, the rate of tax
shall be 9.6 percent.
Idl For calendar or fiscal years ending in 1987 and thereafter, the tax rate shall
be 9.3 percent.
lei For calendar or fiscal years ending in /992 and thereafter. the tax rate

shall be /0.3 percent.
SEC. 14.5. In order to prevent corporations from asking taxpayers to bear the
cost of excessive executive compensation, Section 24343.1 is added to the Revenue
and Taxation Code, to read:

24343./. (a) Notwithstanding the provisions of Section 24343. for
corporations with 1.000 or more employees, the amount of excessive executive
compensation shall be added to the net income of the corporation.
(b) "Excessive executive compensation" means the amount of compensation
given to any employee that exceeds twenty-five (25) times the average
compensation paid by a corporation to all its employees.
(c) "Compensation" means the compensation given to employees during the
income year and includes. but is not limited to, salaries, wages. the present value
of stock options and other forms of deferred, future, or contingent compensation.
(d) The Franchise Tax Board shall specify the method for calculating the
present value of stock options and other forms of deferred, future. or contingent
compensation.
(e) This section shall be applied to income years beginning on or after January
/, /993.
SEC. 15. In order to be consistent with the implementation of a new 10.3
percent rate for regular tax for corporations in Section 14 of this Act the
alternative minimum tax rate is increased from i percent to i.7 percent for those
corporations subject to the new 10.3 percent rate by amending Section 47 of
Chapter 117 of the Statutes of 1991 as follows:
I al The follOwing provision is added to Section 23455:
"(d) For calendar or fiscal years ending in 1992 and thereafter. i.7 percent
shall be substituted for i percent each place in which it appears in subdivision
(al."
(b) This provision shall be treated as though it had been included in Section 47
of Chapter 117 of the Statutes of 1991.
Section 23455 of the Revenue and Taxation Code, as amended by Section 4; of
Chapter Hi of the Statutes of 1991, is amended to read:
23455. For purposes of this part, Section 55 of the Internal Revenue Code is
modified as follows:
(a) Section 55(b) (1) of the Internal Revenue Code, relating to tentative
minimum tax, is modified by requiring the tentative minimum tax for the taxable
year to be imposed as follows:
(1) With respect to corporations subject to tax under Chapter 2 (commencing
with Section 23101), other than financial corporations, according to or measured
by net income, for the privilege of doing business within this state, at a rate of 7
percent upon the basis of so much of the alternative minimum taxable income for
the taxable year as exceeds the exemption amount.
(2) With respect to corporations subject to tax under Chapter 3 (commencing
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\lith SectIOn 235011. on net Income from sources within this state. at a ratt> of ';"
percent upon tne baSIS oi so much of the alternative minimum taxable incomt> for
the taxable vear as exceeris the exemption amount.
i3
\\:ith respect to corporations subject to tax under Article 2 of Chapter 4
i commencing with SectIOn 237311. on the unrelated business Income from
sources v.ithm this state, at a rate of i percent upon the basis of so much of the
alternative taxable Income for the taxable vear as exceeds the exemption amount.
14, With respect to banks subject to tax under Section 23181. according to or
measured by net income, for the privilege of doing business within this state, in
an amount equal to the sum of the following:
1A 1 At a rate of 7 percent upon the basis of so much of the alternative
minimum taxable income as exceeds the exemption amount, and
i B I At tne rate determined under Section 23186. less the rate prescribed by
SectJon 23151. upon the basis of net income for the taxable year.
(51 With respect to financial corporations subject to tax under Section 23183.
according to or measured by net income, for the privilege of doing business
v.ithin this state. in an amount equal to the sum of the follOwing:
1 At a rate of i percent upon the basis of so much of the alternal!ve
mimmum taxable income as exceeds the exemption amount, and
i B I At the rate determined under Section 23186, less the rate prescribed by
Section 23151, UP9n the basis of net income for the taxable year. The offset
prescribed by Section 23184 shall be applied to the tentative minimum tax in the
same manner and to the same extent as that offset is applied to the tax imposed
under Chapter 2 I commencing with Section 23101).
I bl Section 55 (bl (21 of the Internal Revenue Code. relating to the definition
of alternative minimum taxable income, is modified as follows: III For corporations whose net income is determined under Chapter 17
(commencin~ with Section 25101). alternative minimum taxable income shall be
allocated and apportioned in the same manner as net income is allocated and
apportioned for purposes of the reguiar tax.
i 21 With respect to taxpayers subject to Article 4 (commencing with Section
23221) of Chapter 2, Articles 4 (commencing with Section 23221 \ to 9
I commencing with Section 23361), inclusive, shall apply to the tax imposed by
this section except that Section 23221 shall not apply.
13, For purposes of computing the alternative minimum tax for taxable vears
in which a taxpayer commenced doing business, dissolves, withdraws. or ceases
doing business. Sections 23151, 23151.1, 23151.2. 23181, 23183. 23183.1. 23183.2.
23201 to 23204, inclusive, 23222 to 23224.5, inclusive, 23282, 23332.5, 23504. and
25401 shall be applied with due regard for the rate and alternative minimum
taxable income prescribed by this chapter.
Ic I Section 55 Ic) of the Internal Revenue Code, relating to the definition of
reguiar tax, is modified to read:
(11 For purposes of this chapter, the term "regular tax" means the amount of
tax imposed under Chapter 2 (commencing with Section 23101) or Chapter 3
(commencing with Section 235(1) or Article 2 Icommencing with Section 23731 )
of Chapter 4, but does not include any amount imposed under paragraph (1) of
subdivision Ie) of Section 2466i or paragraph (2) of subdivision (f) of Section
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24601.
(2) The tax specified in paragraph (1) shall be the amount detennined prior to
reduction by any credits against the tax.
I d) For calendar or fiscal years ending in /992 and thereafter. i. i percent shaii
be substituted for i percent each place in which it appears in subdivision (a).
SEC. 16. Section 23189 is added to the Revenue and Taxation Code to read:

23/89. The intent oj this act of the people is to remove any statutory provision
in this code which prevents banKs and financial corporations from being subject
to taxes imposed on other corporate entities and to remove statutory provisions in
this code which provide tax rates on banks and corporations which are different
than imposed on other corporate entities, recognizing that transitional rules will
be reQuired. Speciftcally:
(a) For income years beginning on and after January 1. /993,· notwithstanding
Sections 23/8L 23/83. 23/86, and any other provision in this code to the contrary,
an annual tax is hereby imposed upon every bank and financial corporation
doing business within the limits of this state and not expressly exempted from
taxation by the provisions of the Constitution of the state, for the privilege of
exercising its corporate franchises within this state, upon the basis of its net
income of the next preceding income year at the rates prescribed in Section 23/5/,
and other rates prescribed by this part, including, but not limited to, the
alternative income ta:r rate prescribed in Section 23455. However, the rate chanl(es
made in this act in Sections 2315/ and 23455 shall be applied to banks and
financial corporations with respect to calendar or fIScal years ending in /992 and
thereafter.
(b) Section 23182 (which provides that the tax on banks and fi1lancial
corporations imposed bu this part is in lieu of certain other state and local taxes
and licenses) is repealed with respect to income years beginning on or after
January /, /993.
Ie} For purposes of this act, the //.7% rate referred to in subdivision fb) of
Section 23/86 shall be amended to be /2.7% for fiscal and calenritJr years ending
in /992 and fiscal years ending in /993.
Section 23182 of the Revenue and Taxation Code, as amended by Section 14 of
Chapter 1150 of the Statutes of 1979, is repealed:
~ =Rte _ itftpeW tHMieP fftis !'11ft tIfIMt eIIftIe aM tifttttteiti ee""era8eM
is itt liett e+ til ~ fIIIIe!I aM IieeMes; Mete; ~ aM mlllJieipai. tIfIMt tfte _
~ aM fiMtteiM eerperatieft9 elteept flIIIe5 tIfIMt tfteip reti preper~" ~
~ _
te!fe!I; !IIIie! aM _ te!fe!I; MMe ~ resellr!e! 9l1reftSrge, MMe
emergeft! .. ~elepftefte tIgef9 !lIreftarge, aftfl tfteMp ~ aftfl Mftep ~
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Section 23186 of the Revenue and Taxation Code, as amended by Section 1 of
Chapter 1087 of the Statutes of 1991. is amended to read:
23186. (al For income years ending in 1987. the rate of tax on banks and
financial corporations shall be a percentage equal to the percentage of the total
amount of net income derived from or attributable to sources in this state, of
every corporation taxable under Article 2 (commencing with Section 231511 of
this chapter, other than public utilities as defined in the Public Utilities Act. for
the next preceding calendar year or fiscal years ended during that calendar vear.
required to be/aid to this state as franchise taxes according to or measured by
net income, an required to be paid to this state or its political subdivisions by the
corporations as personal property taxes and business license taxes during the
preceding calendar year or fiscal years ended in that calendar year; provided.
however, that the rate of tax shall not exceed 11.7 percent. The percentage of the
net income of every corporation taxable under Article 2 (commencing with
Section 23151) of this chapter, other than public utilities as defined in the Public
Utilities Act, required to be paid to this state or its political subdivisions in
personal property taxes and business license taxes shall be determined by
ascertaining the ratio which the total amount of the personal property taxes and
business license taxes. less the rate prescribed in Section 23151, bears to the total
amount of net income of the corporations derived from or attributable to sources
in California, increased by the amount of the personal property taxes and business
license taxes; provided, however, that if any corporation sustains a net loss
derived from or attributable to sources in California the personal property taxes
and business license taxes required to be paid by the corporation to this state or
its political subdivisions during the preceding calendar year or fiscal years ended
during the calendar year shall be considered for the purpose of determining the
ratio only to the extent which the personal property taxes and business license
taxes exceed the net loss derived from or attributable to sources in California.
Total amounts of net income shall be determined without regard to deductions
attributable to carryover or carryback of net operating losses (if any).
I b) For income years ending in 1988 and before December 31,1995. the rate of
tax on banks and financial corporations shall be the lesser of 11.7 percent 112.7%
for fiscal and calendar years ending in 1992 and fIScal years ending in 199J} or a
percentage equal to the sum of:
il) The rate of tax specified in Section 23151 (relating to tax on general
corporationsl,and
i2) The "in-lieu" rate. as defined bv subdivision IC) or lei.
(C) For income years ending before 1992, the "in-lieu" rate is defined as a
fraction:
(1) The numerator of which is the total amount required to be paid to this
state and its political subdivisions as personal property taxes and business license
taxes: and
(2) The denominator of which is the total amount of net income derived from
or attributable to sources in this state, by every corporation taxable under Article
2 (commencing with Section 23151) of this chapter. other than public utilities as
defined in the Public Utilities Act. for the year preceding the income year.
(3) For purposes of computing the "in-lieu" rate:
'.\ I Personal property and business license taxes paid by corporations whose
net income is a loss for the vear shall be included in the numerator onlv to the
extent that the amount of personal property and business license taxes' exceed
that loss.
IB) .\fter applying subparagraph (A), the numerator shall be reduced by the
amount of tax savings that are attributable to the deduction of those taxes under
this part.
IC) The denominator shall be increased to the extent that personal property
and business license taxes paid were deducted in arriving at net income. and to
the extent of any net operating loss deductions.
(d) For income years ending in 1982 and before 1992. for the purposes of
subdivision (c I, the total amount of perscnal property taxes and business license
taxes required to be paid during the income year shall be based on a statistical
sample bv the Franchise Tax Board. consisting of all of the following:
11) Every corporation with a net income determined without regard to
deductions attributable to carryover or carryback of net operating losses Iif any)
of more than five million dollars I$5,000,000) for the income vear.
(2) Every corporation required to pay one hundred thousand dollars
(S 100,000) or more of personal property tax or business license tax. or a
combination thereof. during the income year.
(3) Two percent or more of all other corporations on a random basis.
For the purposes of this subdivision, "corporation" means a corporation taxable
under Article 2 (commencing with Section 23151), other than public utilities as
defined in the Public Utilities Act.
(e) For income years ending after 1991, the "in-lieu" rate is defined as follows:
(1) For income years ending after 1991 and before December I, 1995. the
"in-lieu" rate is defined as a fraction which is multiplied by an adjustment factor
equal to 0.51535. The fraction is as follows:
(A) The numerator is the total amount required to be paid to the political
subdivisions of this state as personal property taxes and busmess license taxes.
decreased by the product of the franchise tax rate and the total amount required
to be paid to the political subdivisions of this state as personal property taxes and
business license taxes.
Ii) Personal property taxes required to be paid to the political subdi.isions of
this state shall be the statewide locally assessed personal property taxes reported
by the State Board of Equalization for the state's fiscal vear ending In the
calendar year pnor to the begmning of the bank tax rate Year.
Iii i Business license taxes required to be paid to the political subdhisions vi
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this state shall be the statewIde locally assessed business license taxes reported by
the Controller's office for the state's fiscal year ending in two calendar years pnor
to the beginning of the bank tax rate year.
,B) The denominator is the totai amount of net income derived from or
attributable to sources in this state. bv everv corporation taxable under .\rticle 2
'commencmg with SectIOn 231.51). other than public utilities. as defined in the
Public Utilities .\ct. for income years ending in three calendar years prior to the
beginning of the bank tax rate year, determined pursuant to information
comfiled from tax returns filed with the Franchise Tax Board. increased bv the
tota amount required to be paid to the political subdivisions of this state as
personal property taxes and business license taxes.
,2) In no case shall the "in-lieu" rate calculated pursuant to paragraph I 11 be
less than 1.3 percent.
If) For income years ending on or after December 31. 1995, the rate shall be
the rate of tax specified in Section 23151. plus 2 percent.
Ig) For the purpose of verifying local business license taxes reported by
corporations taxable under Article 2 Icommencing with Section 231511. other
than public utilities as defined in the Public Utilities Act, the Franchise T a~ Board
is authorized to receive source information listings directly from the cities as to
the amount of business license taxes paid and the date of payment for each
taxpayer subject to the business license tax, notwithstanding any city ordinance
prohibiting that disclosure.
Ihi If, after notice and demand by the Franchise Tax Board. a taxpaver
declines or refuses to furnish the Franchise Tax Board with information regarding
personal property taxes, business license taxes. or net income required to
determine the rate of tax on banks and financial corporations as prOVided bv this
section, then in that event. unless the failure is due to reasonable cause. the
Franchise Tax Board shall disallow any deductions claimed by a taxpayer for the
applicable period for personal property taxes and business license taxes and a
penalty of five thousand dollars (55.000) shall be assessed.
(i) For purposes of this section, "bank tax rate year" means the calendar year
in which the taxpayer's income year ends.
SEC. 17. Section 23801 of the Revenue and Taxation Code is amended to add
subdivision Ihi, to read:
23801. (a I ,1) A corporation may not elect to be treated as an "S
corporation" unless it has in effect for federal purposes a valid election under
Section 13621al of the Internal Revenue Code for the same year.
121 For income vears beginning in 1987(A) A corporation which has in effect a valid federal election. for the income
year beginning in 1987, shall be deemed to have elected to be treated as an "S
corporation" for purposes of this part, unless that corporation elects on its return
to continue to be treated as a "C corporation" for purposes of this part.
I B) A corporation to which subparagraph IA) applies, but which is not
required to tile a return under this part. may elect to be treated as a "C
corporation" for purposes of this part in such form and in such manner as the
Franchise Tax Board may prescribe.
(C) A corporation which is deemed to have elected to be treated as an "S
corporation" under subparagraph IA) shall. for purposes of applying the
provisions of Section 1374 of the Internal Revenue Code. relating to tax imposed
on certain built-in gains. and Section 1375 of the Internal Revenue Code. relating
to tax imposed on- passive investment income. be deemed to have made the
election to be treated as an "s corporation" on the same date as the date of its
federal election under Section 1362; a I of the Internal Revenue Code.
(3) For income vears beginning in 1988 or 19891A) A corporation which had in effect a valid federal election for the
preceding year. but was a "C corporation" for purposes of this part for that
preceding year. may elect to be treated as an "s corporation" for purposes of this
part by making an election in accordance with the provisions of Section 1362 of
the Internal Revenue Code in such form and in such manner as the Franchise Tax
Board may prescribe.
;B) A corporation which did not have in effect a valid federal election for the
preceding year and which makes a federal election for the income year under
Section 1362(a) of the Internal Revenue Code shall be deemed to have made an
election to be treated as an "s corporation" for purposes of this part on the same
date as the date of its federal election. unless that corporation elects on its return
to continue to be treated as a "C corporation" for purposes of this part.
IC) A corporation to which subparagraph (B) applies. but which is not
required to file a return under this part. may elect to be treated as a "c
corporation" for purposes of this part in such form and in such manner as the
Franchise Tax Board may prescnbe.
10) A corporation which elects to be treated as an "S corporation" under
subparagraph A rAi for an income year beginmng in 1988 shall, for purposes of
applying the proviSions of Section 13i4 of the Internal Revenue Code. relating to
tax imposed on certain built-in gains. ,lnd Section 13i5 of the Internal Revenue
Code, relating to tax imposed on passive investment income, be deemed to have
made the election to be treated'as an "s corporation" on the same date as the
date of its federal election under Section 13621 a I of the Internal Revenue Code.
14) For income years beginning on or after January 1. 1990IA) .\n election under Section 13621al of the Intcrnal Revenue Code. which is
first etfective for an income year beginning on or after Januarv L 1990. shall be an
election to which subdivision Igi of Section 23051.5 applies and shall be deemed
to have been made for purposes of this part on the same date as the date of the
federal election. unless the corporation files a California election under clause Iii)
to be treated as a "C corporation" for purposes of this part.
il The federal "S" C'lection ,hall bl' rcported for purposes of this part in the
form and manner :IS orescnbed bv the Fr;mcnise T:LX Board no later than the last
date allowed for tiling the federai election under Section 13621:11 of the Internal
Re"cnue Code for that income vear.
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Til(' Cdhiorlll~ el('ctIon t(, DC" 'c: coruoratlOn ma\ onl\ O~ maar l1\ "
c:JrDorauon IIlcornoratl'O III CalilOrma 07 aualiheo to au OUSlIleSl1ll CalilOrma anci
sna/; D(- maal'" Ir. mf' IOrm ana manne:- prescribed 0\' tOE' Francollf' Ta.\ boaro Ill'
later tnan tnE- laSt aatt' allOwed tor fiiulc tne federai ··S·· eiectlon unaer SectlOp.
i3621a, 0: tnt' internal ReyenUl' Coal' tor toat IIlcome year
n . \ COrpDratIOT•. wnlctl nas III eri('ct a \'alid electIOn under SectIOn 1.362Ia' of
til,' internal'R('\('nup Coae. but whIch" a ··C corporatIOn·' for purposes of thll
part rna, elect to De treated as an ··S corporation" b\ maklnl! an ejection III the
form and manner as prescribed b, the Franchise Tax Board at the tlme reqUIred
for maKing an ·S· election under SectIOn 13621a1 of the Internal Re"enue Code
1(,' tnat lllcome \'('ar. unless prohibited from doing so b,' Section 1362, g. of the
Internal R('\'('nu(' Codl'. relating to electIOn after t('rminatlOn.
,C In tl](' ('\'('nt a corporatIOn '\'nlch hal m effE'ct a \'alid pl('ction under
Section 13621 a, of thE' Iniernal Re"E'nue Code and IS not doing busmess in
California bE'comes sublect to this part b\· oualifving to do business 'in California.
the corporatIOn IS deemed to hai.·e made an election to be treated as an ··S
corporatIOn·' for the incomE' vear during which the corporatIOn qualifies to do
Dusiness in California. unless the corporation files a Califorma electIOn in
accordance with clause ,ii· to be treated as a '·C corporatIOn" for that mcome
vear.
. ii The federal "S·· election shall be reported for purposes of this part within
two ana one-half months after qualif\ing to do business in Califorma in the form
and manner as prescribed b\' the Franchlse TaJ. Board.
Iii, The California eiectlOn to be a .. C corporatIOn" shall be made m the form
and manner as prescribed b,· tbe Franchlse Tax Board no later than tne foliowmg:
: I, For an mcome vear begmninl! In 1990. tll'O and one-half montns after
oualifving to do business m Califorma'. 'II; For an income \'ear beginning on or after January I. 1991. the last date
allowed for fihng a federal ··S·· electlOn under SectlOn 1362 i a I of the Internal
Rt"'enue Code for that income vear.
!D Iii 1 A corporation that IS not qualified to do business in California. but
which is treated as an "s corporation" for federal purposes. shall be treated as an
··S corporation" for purposes of this part. and its shareholders shall be treated as
shareholders of an '·S corporation."
Iii, If a corporation described in clause 1i, eiected to be treated as a ··C
corporation" under this section prior to its amendment bv the act adding this
paragraph during the 1989-90 Regular SessIOn. that election shall be revoked for
mcome vears beginnin!, on or after Januan' I. 1990. The corporatlOn shall be
treated as an ··S corporation" for purposes of this pari. and its shareholders shall
be treated as shareholders of an ·'S corporation."
'.E! For purposes of this section. ··qualified to do business in California·' or
.. qualifving to do business in California" means incorporating or obtaining a
certificate of qualification pursuant to the Corporations Code.
, F : For purposes of this section:
,i, :\ timely election to be treated as a ··C corporation·· shall be treated as a
revocation and Section 1362(g), relating to election after termination. shall apply.
Iii, An untimelv election to be treated as a '·C corporation ,. shall be null and
void and shall not be applied to either the current or any subsequent income
'·ear.
. (b I If a corporation subject to tax under this part elects to be treated as an "s
corporation" and has one or more shareholders who are nonresidents of this state
or IS a trust with a nonresident fiduciarv. each of the following shall be required:
III Each nonresident shareholder or fiduciarY shall file with the return a
statement of consent bv that shareholder or ficlucian' to be subiect to the
Jurisdiction of the State of California to tax the shareholder's pro rata share of the
income attributable to California sources.
121 An ··S corporation·' shall include in its return for each income year a list of
shareholders in the form and in the manner prescribed by the Franchise Tax
Board.
(31 Failure to meet the requirements of this subdivision shall be grounds for
retroactive revocation of thc election pursuant to this chapter.
I c 1 Except as provided in subdivision (d I. a corporation which makes a valid
election to be treated as an ··S corporatIOn·' for purposes of this part shall not be
included in a combined report pursuant to Article I Icommencing with Section
2.5101 \ of Chapter Ii.
Id I (11 In 'cases where the Franchise Tax Board determines that the reported
income or loss of a group of commonly owned or controlled corporations lwithin
the meaning of Section 251051, which includes one or more corporations electing
to be treated as an ··S corporation·' under Chapter 4.5 (commencing with Section
23800), does not clearly reflect income lor loss\ of a member of such group or
represents an evasion of tax by one or more members of such group. and the
Franchise Tax Board determines that the comparable uncontrolle<l price method
prescribed bv regulations pursuant to Section 482 of the Internal Revenue Code
cannot practically be applied. the Franchise Tax Board may. in lieu of other
methods prescribed bv regulations pursuant to Section 482 of the Internal
Revenue Code. apply methods of unitary combination. pursuant to Article 1
1commencing with Section 25101) of Chapter Ii. to properly reflect the income
or loss of the members of the group.
(21 The application of the provisions of this subdivision shall not affect the
election of an,· corporation to be treated as an ··S corporation:·
(e, The tax for a ··C corporation" for a short year shall be determined in
accordance with Chapter 13 Icommencing with Section 246311. in lieu of Section
1362(1"1 (51 of the Internal Revenue Code.
(f I (] I A termination of a federal election pursuant to Section 1362 (d \ of the
Internal Re\'('nuC' Code. that is not an inad"C'rtent termination pursuant to
SC'ction 1362(f, of the IntC'rnal Revenue Code. shall simultaneouslv terminate the
··S corporation" election for purposes of Part 10 I commencin'g with Section
170011 and this part.
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~ .~ lederal term man on 0\ re\'ocatlOll snaIl De effectlve io~ purpose, of thl'
part allC shali be reportee to the franchIse Ta). Board m the form ana manner
prescriDed 0\ the f'ranchlsl'" Tax board no later than the iast date allowed for
iilmlC iederai termmatlOn tor that vear under Section 13621 d, of the Internal
Rp"cnut' Code
.
,3 :\ corporation whlcn I~ oualified to do bUSiness In California and has m
efrect a "alid ·S· election unde;' Section 13621a, of the Internal Re"enue Code.
ma\ revoke its ··5·' electlOn for purposes of this part without revoking its federal
eiection. The revocation for purposes of this part shall be made by providing a
written notificatlOn to the Franchise Tax Board in the form and manner
prescribed bv thp F ranchise Tax Board which includes the California corporation
number and meets the reaUlrements of Section 1362 (d 1 i I, of the Internai
Rpvenue Code.
.
\g , For income vears beginning on or after January I, 1990, if a corporatIOn.
which has in effect a \'alid "S·· election under Section 13621al of the Internal
Revenue Code. fails to make a ··C corporation·' election under clause 1ii 1 of
~~e!l!lr!l~!I!lfl subpara?raphs (Ai and (C) of paragraph (41 of subdi\ision la1 or
to terminate by revocation under paragraph 131 of subdivision 1fl. the
corporatlOn shall be treated as an ··S corporation" pursuant to subparagraph \.-\!
of paragraph ! 41 of subdivislOn I a I .
illl I 11 l.iotwithstandill? Section 23800(0). if a corporation has ·'total receipts"
in excess often million dollars (SIOJX)()J)()(}I iT/ any iT/come year beginniTUI OTI or
afterJallUary 1. 1992. it is llOt qual~fied to be aT/ "5 corporation "for a penod or
fiue 15, years commenciTlg u,'lth its first income year after the year iTl whIch totai
receIpts exceed ten millioT/ dollars (SIOJ)()OJXX);.
12, "'Total receipts" means. for purposes of this subdivision. gross iTlcome. as
defined iTl Section 242';1. plus costs of goods sold. paId or iT/cuTTed in conTlectioT/
u·ith a trade or busiTless of the taxpayer.
,31 The total receIpt limitation amOUTlt specified in this subdivision shall be
recomputed for income years begiTlning on or after january 1. 1994. iT! the
man1ler prescribed in Section 17041 (hj.
I-/) The provisions of this subdiL'ision shall apply to income years commeTlCl1lg
011 or after january 1. 1993.
SEC. 18. SectIOn 24348.2 is added to the Revenue and Taxation Code. to read:
24348.2. lV'otwithstandi1lg Section 24348. for income years bel!inni1lg OTI or
after january 1, 1993. SectioTl 585 of the Internal Revenue Code, relatinl! to
reserves for losses on loans of banks. shall appiy.
.
SEC. 19. Section 17260.5 is added to the Revenue and Taxation Code. to read:
1-:-260.5. 101 The prorisions of Section 263(il of the Internal Revenue Code.
reiatiT/g to special ruies for iT/taT/gible drilliT/1! aT/d development costs. shall
apply for all purposes uT/der this part aT/d shall apply to all such costs paid or
iT/cuTTed with respect to oil. gas. or geothermal u,v!!ls located within aT/d without
the UT/ited States.
(bi The prOVIsions of Section 263(cj of the IT/ternal Revenue Code shall have
no force or effect for any purpose uT/der this part.
(c i The provisions of this section shall apply to costs paid or incuTTed on or
after january 1. 1993.
SEC. 20. Section 24423 of the Revenue and Taxation Code is hereby re~ealed.
~ ffi+ !'i8ho'itllstliftEling beefteft 84W: re~lIti8l1s Mttil ee I'reSErves ~
+fte. frllftellise =Iti Beaffl ~ ~ !'11ft e81't'e!f'81111i1lg ~ +fte. fegHillti811S wIIieII
~ +fte. ~ ~ 8etitte+ !I!I ~ illt!lll~iBle ~ IIfIEI se, el8!ltllellt
ee9f§ itt +fte. efl!e et eit IIIIii gtI5 ~ IIfIEI wIIieII_ reE8gflil!es 1IfIEI1II'I'f8' es ~
~ ~ itt ~ GefteHPI'eftt ~e!JelllHe" ~ Se. eftty/Riftth G8ft~es§.
~ :ffte I'F8 .rtSi811li et &!etieft I!63#t et +fte. ~ ~ Geee; ~ ~
~ ~ ter illt811~Ble ~ IIfIEI se. el81'tllellt eeMs ~ ~ +fte.
tiftife8 ~ Mttil ~ ~ eeM! pBift er ~ eftep DeeetllBeF a.I; ~
Section 24423 of the Revenue and Taxation Code is added to read:
24423. (a) NotWithstanding Section 24422 the provisions of Section 263(i) of
the Internal Revenue Code. relating to special rules for intangible drilling and
de~Y!lopment costs. shall apply for all purposes under this part and shall apply to
all such costs paid or incurred with respect to ail. gas, or geothermal u;ells located
within and without the United States.
(bl The provisions of Section 263(c) of the Internal Revenue Code shall have
no force or effect for any purpose under this part.
(c) The provisions of this section shall apply to costs paid or iT/cuTTed on or
after january 1, 1993.
SEC. 21. Section 25101 of the Revenue and Taxation Code is amended to
read:
25101. (a) Notwithstallding Sections 25110 and 25111 when Wftett the income
of a taxpayer subject to the tax imposed under this part is derived from or
attributable to sources both within and without the state the tax shall for income
years beginning on or after january 1, 1993. be measured by the net income
derived from or attributable to sources within this state in accordance with the
pro,':sions of Article 2 Icommencing w.ith Section 25120) and subdivision (b).
.4 taxpayer which has made an election under Section 25110 shall compute its
income according to that section together with Sections 2441 I, 25111, 25112. 25114
and 25115 until the expiration of the mOllths remaining on its water's-ed{le
contract is of the effective date of this act, after which it shall be subject to the
provisions of this section.
(b, (j) For purposes of subdivision (0). a taxpayer subject to the tax imposed
under this part shall determille its income derived from or attributable to sources
withiT/ this state by takiT/g into account. in additioT/ to its own income and
apportionment factors subject to the provisions of paral!raph (2), the income aT/d
apportionment factors of those affiliates described ill subdivision (c) that.
tOl!ether with the taxpayer. are en{la{led in a unitary business.
12; A taxpayer that is not described in para{!raphs (J) to (4), illelusive. of
subdiVIsion IC/ shall take into account its income and factors as provided iii
paragraph (5) of subdivision (c).
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ic) For purposes of subdivision I hi. the income and apportionment factors of
the j'Jl/owin/( affiliated entities oniy shall be considered:
/1 Affiliated banks and corporations that are Incorporated in :he enited
States. includintl corporations makintl an election pursuant to Sections 9.31 to 936.
inclusive. of the Internal Revenue COde. of which more than 50 percent of their
stock is controlled directly or indirectly by the same Interests.
(]) Domestic international sales corporations, as described in Sections 991 to
994. inclusive. of the Internal Revenue Code. and foreIgn sales corporations. as
described in Sections 921 to 927. inclusive. of the InternaL Rerenue Code.
'3) Export trade corporations. as described in Sections 9iO to 9-;2, inciuszz:e. of
the InternaL Revenue Code.
(4) Any bank or corporation. regardless of the place where it is incorporated.
if the average of its property, payroll, and sales factoTr l.L'ithin the enited States IS
]0 percent or more.
'5) .4 bank or corporation that is not described in paral5raphs (11 to 14),
inclusive. but only to the extent of its income derived from or attributable to
sources /L'ithin the Cnited States and its factors aSsignable to a location /L'zthin the
enited States in accordance with paragraph (2) of subdivision (d!. Income of
such a bank or corporation derived from or attrihutable to sources within the
C'nited States. as determined by the federal income tax laws shal/ be limited to
and determined from the books of account maintained by the bank or
corporation with respect to its activities conducted within the United States.
I d) For purposes of this section:
r1) ,'in "affiliated bank or corporation" means a bank or corporation which is
related to a hank or corporation. required to file under this part. because of any of
the follOWing:
rA) It owns or controls directly or indirectly more than .50 percent of the
voting stock of the bank or corporation required to file under this part. ,
(B) .'tlore than 50 percent of its voting stock is owned or controlled airectly or
indirectly by a bank or corporation required to file under this part.
(C) More than 50 percent of voting stock of both it and the bank or
corporation required to {ile under this part is owned or controLled directly or
indirectly by any bank or person (as defined in Section iiOl(a) Ii) of the
Internal Revenue Code).
(2) I A) The definitions and locations of property, payroll and sales shall be
determined under the laws and regulations that set forth the apportionment
formulas used by the individual states to assign net income subject to taxes on or
measured by the net income in that state. If a state does not impose a tax on or
measured by net income or does not have laws or regulations /L'ith respect to the
assignment of property, payroll and sales. the laws and regulations prodded in
Articie 2 (commencing with Section 25120) shall apply.
(B) Sales shall be considered to be made to a state only if the bank or
corporation makintl the sale may otherwise be subject to a tax on or measured by
net income under -the Constitution or laws of the United States. and shall not
include sales made to a bank or corporation whose income and apportionment
factors are taken into account pursuant to subdivision (a) in determining the
amount of income of the taxpayer derived from or attributable to sources within
this state.
(3, "The C'nited States" means the 50 states of the enited States. the
possessions of the Cnited States. the territories of the enited States. and the
District of Columbia.
·e; However, anv method of apportionment shail take into account as income
derived from or attributable to sources without the state. mcome derived from or
attributable to transportation by sea or by air without the st.ate. whether or not
the transportation is located in or subject to the jurisdiction at any other state. the
C'nited States or any foreign country.
.
If) If the Franchise Tax Board reapportions net income upon examination at
any return. it shall. upon ·the written request of the ta'qlayer. disclose to it the
basis upon which its reapportionment has been made .
. g) For the purpose of administering the provisions of this section. the
provisions of Section ]5114 shall apply.
,h; The amendments to this section. made by this Act shall apply to income

years bel5znnin/( an and a(ter January 1. 19.93.
SEC. 22. Section 254O'lf is added to the Revenue and Taxation Code. to read:
]5401/ Erery taxpayer calculatin;: its income pursuant to Section ]5101 ,hail
/ile a domestic disclosure spreadsheet in the manner prescribed by Section ::.5401d.
effective January 1. 1993.
SEC. 23. Section 25113 is added to the Revenue and Taxation Code. to read:
25113. la) A taxpayer calculating its income pUTmant to Section 25101 rhail
be subject to penalties prescribed in Section 2.5112.
'b i This sectzan shall apply to any failures to supply information occumnf5 on
or otter January 1. 1993.
SEC. 24. Section 25110.5 is added to the Revenue and Taxation Code. to read:
]5110.5. The Franchise Tax Board may prescribe regulations and make
recommendations for statutory changes to the LegIslature in order to implement
the mandatory filing of water s-edge combined reports as required for income
years beginning on or after January 1, 1993.
SEC. 25. Section 25128 of the Revenue and Taxation Code is amended to
read:
25128. (a) All business income shall be apportioned to this state bv
multiplying the income by a fraction. the numerator of which is the propert~·
factor plus the payroll factor plus tlL'ice the sales factor, and the denominator
which is ~ four.
{b) This section shall apply to income years beginning on or after January 1.
1993.
SEC. 26. Chapter 17.5 (commencing with Section 25170) is added to Part 11
of Division 2 of the Revenue and Taxation Code, to read:

oi

CHAPTER 17.5. CONTROLLED FOREIGN CORPORATIONS
]5170. (a) The provisions of Subpart F (commencing with Section 951) .;{
Part III of Subchapter :V of Chapter 1 of Subtitle A of the Internal Rerenue Cude
snail apply for purposes of this part.
{b) Subaivislon ra) shall not apply to a taxpayer which has elected to
calculate its income pursuant to Section ]5110.
C) This section shall apply to income years beginning on or after January 1.
1993.
SEC. n. The first orioritv for the use of anv revenues recovered bv this :l.et
shall be to replace any'revenues lost bv the state or local governments. 'including
the schools, as a result of the provisions of this Act and/or which may result ~'rorri
the passaf;e of any other tax reduction measure which appears on the same bailot.
SEC. 28. i a) In order to inform taxpayers how the state is spending revenues
raised by this Act. the Controller shall prepare a report for taxpavers of the total
revenues raised by this Act and how these revenues were spent, on or before
\ovember 1. 1994,
, b I Since taxpayers have a right to know hawaII their tax dollars are raised
and spent. the Controller shail preoare a report each vear disclosing the sources
of state revenues for the orior fiscal vear and how those revenues were soent.
SEC. 29. A clear, acc·urate and concise summarY of the annual Controllers
report required by this Act shall be published in tlie tax return booklet that is
mailed to taxpayers each year bv the Franchise Tax Board.
SEC. 30. The State Board of Equalization. the Franchise Tax Board. and the
Controller are authorized to take tiiose actions as are necessary to impiement tillS
:\ct consistent with the will of the peopie,
SEC. 31. This .\ct may be amended to carry out its purpose and intent bv
statutes reqUiring a majority vote for enactment. except that, Section 11, reiating
to new personal income tax brackets, Section 12. relating to new personal income
.un brackets. Section 14. reiatinf; to a new corporate tax rate. md Section is.
relating to new corporate .\~n rates. can only be amended bv a statute which
requires a ¥:, vote for enactment.
SEC. 32. If any pr?vision. of this ,\ct o~ the ap~licatio~ thereof to any person
or CIrcurnstan~es IS held mvaud. that mvalidity snail not affect other provisions or
applications at the Act which can be given effect without the invalid provision ')r
appiication. and to this end the proviSions of this .\ct are severable.
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